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Corporation

Using a black Ink pen, mark your votes with an X as shown in X
this example. Please do not write outside the designated areas.

Annual Meeting Admission Ticket

Electronic Voting Instructions
You can vote by Internet or telephone!
Available 24 hours a day, 7 days a weekl

Instead of mailing your proxy, you may choose one of the two voting
methods outlined below 1o vole your proxy.

VALIDATION DETAILS ARE LOCATED BELOW N THE TITLE BAR.

Proxies submitted by the Internet or telephone must be received by
11:59 p.m. Eastern time on September 28, 2008.

El Vote by Internet
+ Log on to the Intemet and go to
www.Investorvote.com
* Foltow the steps outlined on the secured Web site.
o= Vote by telephone
B + Call toll free 1-800-652-VOTE (8683} within the United

States, Canada & Puerto Rico any lime on a touch-tone
telephone, There is NG CHARGE to you for the call.

* Follow the instructions provided by the recorded message.

Annual Meeting Proxy Card

>

‘ EJ The Board of Directors recommends a vote AGAINST Proposals 4 and 5.

W [F YOU HAVE NOT VOTED V1A THE INTERNET OR TELEPHONE, FOLD ALONG THE PERFORATION, DETACH AND RETURN THE BOTTOM PORTION IN THE ENCLOSED ENVELOPE. ¥

ﬂ The Board of Directors recommends a vote EQR each of the listed nominees and FOR Proposals 2 and 3. |

1. Election of Directors; For Against Abstain

ot -JamesLBarssale [ | ] D 02 - August A. Busch IV

05 - JR. Hyde,

O O
D D 08 - Gary W. Loveman
10 - Joshua |. Smith D D D

07 - Steven R. Loranger

04 - Judith L. Estrin |:|
O

11 - Paul §. Walsh

For Against Abstain

O o o

2. Approval of Amendment to Incentive Stock Plan
{0 Increase the Number of Option Shares and
Reslricted Shares Issuable Under the Plan,

For Against Abstaln
4, Stockholder Proposat Regarding Independent

Board Chairman. D D D

3. Ratification of Independent Registered Public
Accounting Firm,

5. Stockholder Proposal Regarding Shareholder
Vote on Executive Pay.

Against Abstain For Apalnst Abstain + '

OO O
[0 OO [ o6 sniteya sackson
D D |:| 09 - Frederick W. Smith
OO0

03 - John A, Edwardson

12 - Peter 5. Willmott

oo
OooQd
O oo

For  Against Abstain

O
O
O

For Against Abstaln !

Oo0ad

PLEASE DATE AND SIGN IN SECTION D ON THE REVERSE SIDE. I
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Admission Ticket

FedEx Corporation
Annual Meeting of Stockholders
Monday, September 29, 2008
10:00 a.m. local time
The Peabody Hotel
The Grand Ballroom
149 Union Avenue
Memphis, Tennessee 38103

If you wish to attend the annual meeting in person, you will need to bring this Admission Ticket with you.

Please present this Admission Ticket and a valid government-issued photo identification (such as a driver's license or a passport) for admission to
the meeting.

Security measures will be in place at the meeting to help ensure the safety of attendees. Meta! detectors similar to those used in airports will be located
at the entrance to the meeting room and briefcases, handbags and packages will be inspected. No cameras or recording devices of any kind, or signs,
placards, banners or similar materials, may be brought into the meeting. Anyone who refuses to comply with these requirements will not be admitted.

This Admission Ticket is not transferable.

W IF YOU HAVE NOT VOTED VIA THE INTERNET OR TELEPHONE, FOLD ALONG THE PERFORATION, DETACH AND RETURN THE BOTTOM PORTION IN THE ENCLOSED ENVELOPE. W

Proxy Solicited on Behalf of the Board of Directors of FedEx Corporation for the Annual Meeting of Stockholders, September 28, 2008

The undersigned hereby constitutes and appoints Christine P. Richards and Alan B. Graf, Jr., and each of them, his or her true and lawful agenis and proxies, each with full power of +
substitution, to represent the undersigned and to vote all of the shares of FedEx Corporation commen stock of the undersigned at the Annual Meeting of Stockholders of FedEx to be

held in The Grand Ballroom at The Peabody Hotel, 149 Union Avenue, Memphis, Tennessee 38103, on Monday, September 29, 2008, at 10:00 a.m, local time, and at any
postponements or adjournments thereof, on Proposals 1 through 5 as specified on the reverse side hereof {with discretionary authority under Proposal 1 to vote for a substitule nominee if any
nominee is unable to stand for election) and on such other matters as may properly come before said meeting. This card aiso constitutes voting instructions for any shares held for the undersigned
in any benefit plan of FedEx Corporation or its subsidigries. If you wish to instruct a pian trustee or record hoider on the voting of shares held in your account, your instructions must be received
by September 24, 2008. ¥ no direction is given, the plan trustee will vote the shares held in your account in the same proportion as voles raceived from other plan participants.

This proxy when properly executed will be voted as specified by you. If ne direction is made, this proxy will be voted {and voting instructions given) FOR Proposals 1, 2 and 3 and
AGAINST Proposals 4 and 5. The Board of Directors recommends that you vote FOR Propoesals 1, 2 and 3 and AGAINST Proposals 4 and 5. In their discretlon, the proxy holders are
authorized to vote on such other matters as may properly come before the meeting or any postponements or adjournments thereof.

You are encouraged to specify your choices by marking the appropriate boxes on the reversa side, but you need not mark any boxes if you wish to vote in accordance with the Board of Directors'
recommendations. Ms. Richards and Mr. Graf cannot vote your shares unless you sign, date and retum this card or vote on the Intemet or by telephone.

if you vote by the Internet or telephone, please DO NOT mail back this proxy card. If you wish to attend the annual meeting in person, however, you will need to bring the Admission
Ticket attached to this proxy card with you.

NOTE: ¥ you vote on the Internet, you may elect to have next year's proxy statement and annual report to stockholders delivered to you electronically. We strongly encourage you
to enroll in electronic delivery. it is a cost-effective way for us to send you proxy materlals and annual reports.

Non-Voting ltems

Change of Address — Please print your new address below. Comments — Please print your comments below, Mark this box if you would

like your name 1o be D
disclosed with your vole

and comments, if any.

[ Authorized Signatures — This section must be completed for your vote to be counted — Date and Sign Below.

The signer hereby revokes all proxies previously given by the signer to vote at said meeting or at any postponements or adjournments thereof,
NOTE: Please sign exactly as name appears on this card. Joint owners should each sign. When signing as attomney, officer, execulor, administrator, trustee or guardian, please give full title as such,
Date (mm/ddfyyyy) — Please print date below. Signature 1 — Please keep signature within the box, Signature 2 — Please keep signature within the box.
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Legal Depariment
942 South Shady Grove Road
Memghis, TN 38120

Fed:=x.

Corporation

Via FedEx Express Overnight Box
202-551-6000

August 15, 2008

Securities and Exchange Commission
Attention: Filing Desk

Division of Corporation Finance

100 F Street, N.E.

Washington, DC 20549

Re: FedEx Corporation — 2008 Definitive Proxy Materials and Annual Report to Stockholders

Ladies and Gentlemen:

In accordance with Rules 14a-6(b) and 14a-3(c) under the Securities Exchange Act of 1934, as amended,
we have enclosed eight copies of our 2008 definitive proxy statement, notice of annual meeting of
stockholders and form of proxy and seven copies of our 2008 Annual Report to Stockholders. The proxy
materials and Annual Report are first being sent to our stockholders on Monday, August 18, 2008.

Please acknowledge receipt of these materials by stamping or signing the enclosed copy of this letter and
returning it to me in the envelope provided.

Please call the undersigned at (901) 818-7790 if you have any questions.
Very truly yours,
FedEx Corporation

B L) fonr

Jacob B. Wilson

Attorney — Securities and Corporate Law
JBW/jjl/7a3848
Enclosures

cc! Robert T. Molinet

Receipt Acknowledged:

(Signature or Date Stamp) (Date)
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WITH THE HELP OF FEDEX,
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JOHN HARDY'S WORKSHOP IN BALI TOUCHES LIVES
ALL OVER THE WORLD.




THE SKILLS OF 800 ARTISANS SUPPORT
AN INTERNATIONAL NETWORK OF SUPPLIERS
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AND THOUSANDS OF RETAILERS ON THREE CONTINENTS:
|
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WHEN A SHIPMENT LEAVES HONG KONG
TO BECOME SOMEONE'S FAVORITE PIECE OF JEWELRY,

-

Yl
i\l




ARTISANS CAN PROVIDE A BETTER FUTURE
FOR THEIR FAMILIES AND DRIVE AN ENTIRE ECONOMY.
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FEDEX IS THE LINK, CONNECTING ONE TO ANOTHER
AND ONE TO MANY.
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FINANCIAL HIGHLIGHTS

In millions, except earnings per share 2008" 2007% Percent
Change
Operating Results
Revenue’ $37,953 $35,214 8
Operating income 2,075 3,276 (37}
Operating margin 5.5% 89.3%
Net income ' 1,125 2,016 {44}
Diluted earnings per share - 3.60 6.48 {44)
Average common and common equivalent shares 312 3 0
Capital expenditures 2,947 2,882 2
Financial Position
Total assets $25,633 $24,000 7
Long-term debt, including current portion 2,008 2,646 {24)
Common stockholders’ investment 14,526 12,656 15
REVENUE (IN BILLIONS) OPERATING MARGIN DILUTED EARNINGS PER SHARE

nul o 2LJx 0 ACUL F00Y RO - 064 2003 2003 2007 SOnpe AR Acod 2005 7and 2007 ARV

$24.7 $29.4 $32.3 $35.2 $38.0 58% 8.4% 93% 93% b55% $2.76 $4.72 $5.83 $6.48 $3.60

RETURN ON AVERAGE EQUITY DEBT TO TOTAL CAPITALIZATION STOCK PRICE {MAY 31 CLOSE)}

007 AP . 2003 290s 2C03 2007 XA Gcoc oous 2o 2007 AR

10.9% 16.4% 17.1% 16.7% 8.3% 309% 22.6% 17.5% 17.3% 12.1% $73.58 $89.42 $109.27 $111.62 $91.M

(1) Results for 2008 include a charge of approximately 5891 million ($696 rmillion, net of tax, or $2.23 per diluted share), predominantly related to noncash
impairment charges associated with the decision to minimize the use of the Kinko's trade name and goodwill resulting from the Kinko’s acquisition.
{2) Results for 2007 include a $143 million charge associated with upfront compensation and benelits under the new pilot labor contract.

10
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MESSAGE FROM THE CHAIRMAN

TO OUR SHAREOWNERS:

At its core, FedEx is an extraordinary collection of
unprecedented networks. These networks connect
individuals and businesses to new ideas, customers
and markets around the world. As the reach and
influence of our networks expand, people’s lives
improve, communities grow and the global
marketplace thrives.

And the more we connect, the better they do.

Simply put, FedEx netwarks make new oppaortunities

possible. Let's take a closer look at our powerful .

FedEx networks.

Fedkx Express has built, by far, the largest intercontinental
air express network. It connects, door-to-door, more

than 90 percent of the world’s economic activity in one

to three business days. It augments the highest service
levels in the industry with a broad array of complementary
services, including FedEx Trade Networks and new
domestic express networks within the U.K., China and
India. Through the FedEx Express network, we give
customers around the world more choices, more flexibility
and more access than ever before.

The FedEx Ground network now offers the fastest
origin-to-destination lanes in the ground parcel business
nationally, in both the commercial and home delivery
sectors. In fact, in the {ast five years, FedEx Ground

has reduced its transit times by at least a day in more
than half of its lanes. And FedEx SmartPost is now the
industry leader for low-weight packages delivered by
the U.S. Postal Service.

The FedEx Freight network offers compelling value in
its service levels, information capabilities, and delivery
options in the regional and long-haul sectors of the less-
than-truckload freight market. FedEx Custom Critical
expands the freight capabilities we offer our customers
through its expedited and special-handling services.

In our FedEx Services group, our advanced technology
capabilities have no peer. Over the past 30 years, we have
revolutionized the entire logistics industry’s information

capabilities. We are leading the way in tracking
deliveries, pinpointing packages, and communicating
key information to our customers. Likewise, our FedEx
Office retail network and FedEx Global Supply Chain
Services offerings complement our core transportation
networks with an array of business services for everyone
from the occasional package shipper to the most
sophisticated global corporate customer.

With these networks, no one is better positioned to
offer more services to more people locally, nationally
and globally. No one.

Coming off a record fiscal 2007, we planned an aggressive
fiscal 2008 despite the challenges of high fuel prices.
We initiated new domestic express services in China,
re-engineered the Watkins acquisition into FedEx
National LTL, built new “smaller footprint” FedEx Office
centers, added FedEx Ground hub capacity, and initiated
additional Expressfreighter intercontinental routes.

We managed various challenges to. FedEx Ground's
independent contractor business model while continuing
to improve service levels and the customer experience
in every respect. At the same time, we converted the
California owner-operator system to multiple-route
contractors. We also offered new incentives throughout
the United States to our FedEx Ground contractors

to encourage them to expand their businesses and to
reinforce the outstanding entrepreneurial spirit of these
important members of our FedEx Ground team.

We did all this with the expectation of meeting our
earnings growth target of 10 to 15 percent. During
FY08, however, the headwinds of rapidly rising oil
prices (which nearly doubled over the 12 months) and
economic problems in the financial services, housing
and automotive sectors put our earnings goal out of
reach for FY08. Despite these multiple challenges, we
ended the fiscal year with substantial cash flow, well-
funded pension plans and a very strong balance sheet.

Our strategic planning has put us in a strong position
moving forward. As we closed out the fiscal year,



FedEx National LTL was rapidly gaining market share;
our new China domestic express service had grown by
leaps and bounds; and the customer experience at our
retail locations had improved greatly. Qur competitive
positions across the hoard had grown stronger.

With the decision to rebrand to FedEx Office and
prudently reduce the ramp-up of new locations, given
challenges in the U.5. economy, we tock a noncash
charge in the fourth fiscal quarter at FedEx Services for
the Kinko's trade name and lower goodwill valuation.

Entering FY09, we are initiating several major cost-
| savings measures in light of the challenging economic
environment. We are also redoubling our sales and
marketing efforts to produce acceptable returns and
cash flows, as we adjust for the new realities of high fue!
prices and modest U.S. economic growth. Our plan is
1o execute on these tough measures in the current fiscal
year in order to resume our earnings growth trajectory in
FY10. After all, we know how to do this — we've survived
three previous oil crises. The first, in 1973, almost
smothered FedEx in its infancy. We went through it again
in 1979 and 1990-91. In addition, we weathered other
“meltdowns” in 1987, post dot-com and after 9/11.

Also in FY03, we are initiating a corporate-wide
re-invigoration of the renowned FedEx quality manage-
ment system. Combining the best practices of all of
our operating companies’ systems and state-of-the-art
methodologies adopted from other high-performance
organizations, our new Quality Driven Management
initiative will further solidify our relationship with

our customers.

Our biggest advantage is our team of FedEx people —
290,000 strong worldwide. They are completely
commitied to keeping our Purple Promise — “l will make
every FedEx experience outstanding!” In turn, FedEx is
committed to our team members. | want to express my
great appreciation to our team members. You play an
essential role in the success of our company.

MESSAGE FROM THE CHAIRMAN

The connection between how we treat our customers
and how we treat our team members is unshakable. It's
why we are consistently regarded as one of the best
places to work. For example, in the past fiscal year, we've
made FORTUNE’s “Most Admired” and “Best Places
to Work” lists. We've ranked number one in customer
service in our industry on the University of Michigan’s
customer service index. And we took first place in

our industry on Institutional Investor’s list of “Most
Shareholder-Friendly Companies.” These accolades are
not only a source of pride for all of us but essential to
achieving our corporate mission of producing superior
shareowner returns.

Furthermore, we continue 10 support our communities
and our environment. Respect for people motivates us
to continue delivering supplies to disaster-torn countries
and to continue supporting programs such as Safe Kids
Worldwide. Respect for the planet — our commitment
to a cleaner, healthier world — drives us toward the
energy-efficiency programs you’ll find described later

in this report.

As we have in the past, we will effectively manage
through these turbulent economic times and emerge

“on the other side” as a stronger company and one that is
positioned to take full advantage of future opportunities.

If past is prologue, our future is limitless.

Sincerely,

AN e 4

Frederick W. Smith
Chairman, President and Chief Executive Officer
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FedEx Freight is the leading North
American provider of regional less-
than-truckioad {LTL) freight services,
while FedEx National LTL offers
long-haul freight delivery. FedEx also
offers time-specific delivery options
for urgent freight and valuahle items
through FedEx Custom Critical.

FedEx Ground provides low-cost,.
small-package sHipping i the. .
United States and Cani ] ]
as convenient remdenual servuces
through FedEx _Home De!uv_ery B
FedE)'( SmartPost gives customers
" the option of businesssto-consumer
servige usmg the U'S, F'oslal Serwc
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_FedEx Serwces prowdes sales :
* ma rketlng tech nology -and customer e
* service support for ountranspoﬂatlon

‘businesses. FedEmOfflce offers .

. shipping and business’ serwces, as wr=1l

as document solutions? atmore thap. =1
1,900 retail locations’ woridwide.. And o
- FedEx Global Supply Chain Services
prowdes a range of Ioglsncs soluuo 1t:, y




JOHN HARDY COMPANY

WHEN BALINESE ARTISANS CRAFT a John Hardy bracelet, they celebrate a culture, protect

an environment and, with the support of FedEx, reach halfway around the world to create
meaningful connections. From early sketches to final gem work, handcrafted pieces often take
up to two years to reach consumers. Yet with the help of FedEx Express and FedEx Ground,
John Hardy Company owners Damien Dernoncourt and Guy Bedarida are able to tap into the
individual strengths of each country in which they operate. Artisans and designers collaborate in
Bali and Bangkok. Distribution headguarters in Hong Kong align with sales and marketing in New
York. And major retailers enable thousands of customers around the world to falt in love with
wearable works of art. As a result, John Hardy runs a global business that incorporates Balinese
culture into everyday practices and replenishes local resources with its own sustainable bamboo
reforestation program. And the more than 800 people employed by John Hardy in Bali have the
means to build better futures for their families and communities.




NEIMAN MARCUS

WHEN A NEIMAN MARCUS CUSTOMER RECEIVES a handcrafted necklace made halfway around
the world, somethlng greater than a transaction occurs. A global connection is made. The ability
of Nelman Marcus to bring-new markets right to people’s homes is, in part, the result of a 20-year
relatlonshlp with{FedEx. By,mcreasmg speed and efficiency, FedEx customized services save

Neiman Marcus S|gn|f|cant time and cost, while aiso ensuring the highest level of service for

its customers. As its prlmaqy freight provider, FedEx Freight has been able to cut an entire day
out of Neiman Marcus’ less-than-truckload supply chain. FedEx has also contributed to Neiman
Marcus Direct’s fifst entry mto Canada by providing greater transparency for online and catalog
customers By revealing unexpected costs due to tariffs and customs, FedEx Trade Networks has
allevyated customier concerns about international purchases and paved the way for future Neiman
Marcus expansion.




CREE

WHO KNEW FLIPPING A SWITCH could illuminate a whole new world? With the help of FedEx,
Cree is leading a revolution with LED lighting techinology. From the tiniest applications, like cell
phone backlighting, to the 440,000 LEDs in the Beijing Natronal Aquatlcs Center, Cree's techno|ogy
can be found aimost-anywhere. With products that use less energy and produce less hedt than
traditional technologies — and can last an average of 20 years*— Cree is working to brlng energy-
efficient lighting to the world. An effort thrs big relres ona speedy and precise delivery system ¥
that threads together multiple operations in multrple countries. From North America to Asia, FedEx
team members across our operating companies; collaborate to‘provrde flexible logistics solutions.
And by belping Cree: brmg groundbreakmg technologv to the world FedEx is playing a role in
~rmplememmg sustainable. practlces for the fulure




|
g

Cree's passnon for creating a more
sustalnable world is allowing
designers l'and architegts tobreak
new ground Nowhere will thls be.
more apparent than when tlhe Beijing
National Aquatlcs Center f'||p5 its
“on’ swm:h during the 2008 Sumrer

Olympies. kCree s commitment to
transformmg how people utse LED
technologv also includes its work
with citiesfand universities around
North America. In places Iike Austin,

- Raleigh anld Toronto, LEDs ?re

. illuminating streets, parking lots,
traffic lights and sidewalks,jand
offering significant economic and
environmentai benefits.

i U P
L i

Growing interest in energy-efficient
lighting demanded that Cree
efficiently connect its manufacturing
and R&D headquarters in North
Carolina with divisions in Asia.
Working closely with Cree, FedEx was
able to craft a complex, customized
logistics solution across FedEx
Express, FedEx Ground, FedEx
Freight and FedEx Custom Critical.

" The result is that Cree can efficiently

export its products from the United
States into.Asia to be processed for
customers around the world.

_other products, and helping Cree

The popularity of LED technology is
visible throughout Asia, specifically
in large-scale video signs. As
construction of these signs increases,,
Cree is fielding more requests for i
their products than ever before, !
This is why they use the new FedEx
domaestic express service in China. .
With our extensive networks and
experience, we are helping these
video signs come to life, among many,

respond 10 China’s ever-increasing
demand for LED technology. :
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As the largest generation since thé '

baby boomers enters adulthood,

" more and more members of Gen Y’
are considering LASIK surgery as
a solution for vision correction.

- This demand has made the efficient
and reliable shipping of critical parts
and supplies to doctors who use
AMO's iILASIK™ scolutions even
more important. With the help-
of FedEx Global Supply, Chain, o
Services, as well as FedEx Express.| - -7

" FedEx Ground and FedEx Freigh, .

AMO can consistently deliverits | -

products and help patients live life { -~

without restrictions: e

DIX.20 X 20 X 14
WT. L3S,

When physicians determine that a
- patient requires cataract surgery,

they depend on a trusted source-for
necessary medical équipment. AMO
understands this and has selected

FedEx for the efficiert and reliable .
fulfillment of its products, including
TECNIS® intraocular lenses and. -

Healon5® Viscoslastic — a cataract

surgery solution that cannot be exposed

to room temperature for more than

72 hours. Using climate-controlled .
storage units, FedEx takes on the critical =
responsibility of preserving the product’
hefare shipping it to its final destination
where it will help doctors alleviate the .
debilitating effects of cataracts.




ENERGY EFFICIENCY

CONNECTING GOODS AND SERVICES ON A GLOBAL SCALE is an energy mtenswe operatlon But
to improve our costs and lower our enwronmentalilmpact FedEx is constantly seeking to maximize
fuel efficiency across our networks. Focused on thIS challenge, ‘we embraced hybrid technology in
2004 and quickly became operators of the’ largest: hybrld commercial vehicle fleet in North America.
Recently logging more than 2 million miles of service; our fleet provides us with 42 percent better
fuel economy than conventional diesel vehicles and emits 30 percent fewer greenhousé gases.

We recognize that this is a continuing challenge and advocate for greater government incentives ¢
to offset the high costs of developing and: adoptlng alternative energy technologies. We are also  ‘
minimizing emissions from aircraft through the use. of cost-effective operations and-innovations,
and upgrading our fleet with more fuel-efficient planes And we're harnessung renewable solar and .
geothermal energy sources in our buﬂdmgs and operatlons :
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By replacmg our Boemg 7275 with -
. larger 7575 we're reducmg fuel

consumptlon upto 36 percent while

providing 20 percent more capacity.

" We plan to acquire Boelnd T77s,

)

" which will continue to prowde
" greater.payload capacity|using -

18 percénlt less fuel than planes in

‘our current international fleet. We're

. also lightening our planes with a

drag redu:ctlon program. apd flying
at higher ialtltudes when appropnate
to increase flight efficiency And our

' flight: maﬁagement system allows us’

" to decrease engine thrust and fuel

Luse. The process of upgradmg our *
" fleet and ntegrating new support

" ‘customers now and in the

R
T —— L
L . "

| |
technolognes helps us best serve our

future.

7 The FedEx E')é'press redion | hub in.

Oakland p‘roduces clean solar power
equwalen% to the energy us‘ed by -
more than 900 ‘homes § every. day,

: generatlng up to 80 percent 6f the

facility's. p}eak energy dema'nd ‘“This

" project’s success has encouraged

FedEx t¢ open two more salar

facilities’ |r!| ‘California, and Build

" another in Cologne, Germany, that -

will prowde a substantial portion

of the facilities’ peak energ{f needs.
And in Ge:neva Swutzerlanq a FedEx
station is I,|terallv tapping the power
of the eart'h with a geolhermal system
that runs deep.into the. ground to
warm the bmldlng s.air in the winter
and ¢ool || in tfie summer.

1
{

As part of the FedEx Fuel Sense
program, we use efficient operations
and technological advancements to
significantly reduce emissions and -
fuel use. Last year alone, FedEx saved
at least 9 million gallons of fuel by
employing auxiliary power units,
which reduce the amount of power
our planes use in-gate for such things
as heating and air conditioning. Our
ground support equipment at select
airports has also been converted from
internal combustion engine models to
electric units.




REDOCTANE

OPEN A PACKAGE FROM REDOCTANE and what’ appears to be"a toy gmtar and software isin
feality a cultural phenomenon. In just over three-years, RedOct e's.video game Guitar Hero has
‘gone from a niche at-home experience to a wildly popular social autlet. From Guitar Hero ntghts '
at pubsto competltlons held at international music festivals, the game is harnessmg the*global '
power of rock 'n’ roll. The company took a risk increating a g 'me requiring special hardware,
“which most video game companies avoid because-of the Ioglstlcal complexnty of allgnlng demgn'

and manufacturing. But by using FedEx Internatlonal Priority- sﬂhlppmg RedOctane has-béen able o

o bridge the distances among its multiple hardware-and software division: in California; ‘and )
Chlna creating a seamless flow of ideas,:designs and prototypes: The' result |s that RedOctane '
can produce a new version of Guitar Hero every: year, instead of every two or three,. :and continue
to captwate the legions of fans that camp out at midnight on the eve of global release dates

ERPRE T IS & VRPN
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FedEx Express shrinks the distance
between RedOctane’s divisions

in California and China, allowing
RedOctane to aiter Guitar Hero
prototypes aimost weekly. One week
RedOctane may reshape a new guitar
neck in its hardware department in Fodx
Southern California that must then be tomra
shipped to its manufacturing center
in China. The next week RedOctane
might produce better software for,
the guitar controlter in Northern
California that needs to sync up
with operations in Hong Kong.

No matter the innovation, FedEx
enables RedQctane’s creative
process by eliminating global
logistical challenges.

Last year, FedEx Express, FedEx. !
Ground and FedEx Freight made

it possible for retail stores around |
the world to open their doors I
at midnight and sell the newest ‘
‘version of Guitar Hero. In addition |
to ensuring that more than 60,000
retailers can guarantee pre-orders, '
"RedQctane relies on FedEx Ground :
to deliver Guitar Hero direct to |
online customers on or before

the day the game is available in ,
stores. Consider the added logistical ;
challenge of bundling hardware with |
region-specific software in Europe '
and Asia, and it's no surprise that
meeting global release dates is
crucial to RedOctane.

Guitar Hero’s ability to exceed
expectations and affect culture is
anything but virtual. In fact, interest
in the game has led people of all
ages to purchase guitars and seek
professional instructian. Even .
more surprising, RedOctane has o
formed significant partnerships with
members of the music industry,

including rack 'n’ rolt icons, major
instrument manufacturers and music
product companies. But the future

of the game goes beyond these

partnerships to allow customers to . i1
create their own music. Using guitar, ;
drum and microphone simulators,
players will séon be able to record
and upload music to Web sites. Some
day Guitar Hero players may even
earn their own record contracts.




MESSAGE FROM THE CHIEF FINANCIAL OFFICER

TO OUR SHAREOWNERS:

Fiscal year 2008 results clearly reflect the pressure of
rapidly rising fuel prices and a weakening economy.
Despite these challenges, the strength of the FedEx
portfolio and our global reach allowed us to achieve
solid earnings and cash flow from operations. Volume
growth at FedEx Ground, together with advances in
FedEx International Priority service, mitigated some of
the negative economic factors and provided tangible
evidence that our global strategy remains sound.

The headwinds of FY08 are continuing into FY09. Even so,
FedEx has the flexibility, networks and ieadership to manage
through difficult business cycles. In FY08, we reduced capital
expenditures as a percentage of revenue and will reduce
that measure again this year, We also announced changes
at FedEx Freight and FedEx Office that will streamline their
structures, improve the customer experience and lower
costs. Across our portfolio, we are taking measures to
reduce our expenses to align with revenue and volume
expectations. History bears out that proactive companies
and management teams will weather difficult economic
times and come out on the other side stronger and better
positioned for long-term growth and profitability. At FedEx,
we are committed to remaining focused and proactive.

One point that | ask you to keep in mind — even though
FY09 is expected to be a most challenging year, we enter

it from a position of strength. FedEx is truly a leader on
the global business stage. We are, and intend to remain,
cash-flow positive. Qur balance sheet remains strong
and our primary pension plans are well funded. | joined
FedEx 28 years ago and today FedEx is stronger and
better positioned than in any prior period. Qur executive
team shares this experience and the commitment to
you that | have outlined. First and foremost, we will
continue to do what is right for our customers every
day, a commitment from which high oil prices or
weakened economies cannot and must not sway us.

Thank you for your continued commitment as a FedEx
shareowner. We remain committed to you and to achieving
our long-term financial goals of earnings growth and
improved margins, cash flows and returns on capital.

Alan B. Graf, Jr.
Executive Vice President and Chief Financial Officer

COMPARISON OF FIVE-YEAR CUMULATIVE TOTAL RETURN*

$225

$200

$175

£150

5125

$100
2003 2004 2005

B FedEx Corporation
B Dow Jones Transportation Average
S&P 500

2008 2007 2008

* Shows the value, at the end of each of the last five fiscal years, of $100
invested in FedEx Corporation commaon stock or the relevant index on
May 31, 2003, and assumes reinvestmant of dividends. Fiscal year ended May 31.




MANAGEMENT'S DISCUSSION AND ANALYSIS OF RESULTS OF OPERATIONS AND FINANCIAL CONDITION

OVERVIEW OF FINANCIAL SECTION

The financial section of the FedEx Corporation {*FedEx”} Annual
Report consists of the following Management's Discussion
and Analysis of Results of Operations and Financial Condition
{"MD&A"}, the Consolidated Financial Statements and the notes
to the Consolidated Financial Statements, and Other Financial
Information, all of which include information about our signifi-
cant accounting policies, practices and the transactions that
underlie our financial results. The following MO&A describes
the principal factors affecting the results of aperations, liquidity,
capital resources, contractual cash obligations and the critical
accounting estimates of FedEx. The discussion in the financial
section should be read in conjunction with the other sections
of this Annual Report and our detailed discusston of risk factors
included in this MD&A.

ORGANIZATION OF INFORMATION

Our MD&A is comprised of three major sections: Results of
Operations, Financial Condition and Critical Accounting Estimates.
These sections include the following infarmation:

* Results of Operations includes an overview of our consolidated
2008 results compared to 2007, and 2007 results compared to
2006. This section also includes a discussion of key actions and
gvents thatimpacted our results, as well as a discussion of our
outlook for 2009.

=« The overview is followed by a financial summary and analysis
{including a discussion of both historical operating results and
our outlook for 2009} for each of our reportable transportation
segments,

+ Qur financial condition is reviewed through an analysis of key
elements of our fiquidity, capital resources and contractual cash
obligations, including a discussion of our cash flow statements
and our financial commitments.

+ We conclude with a discussion of the critical accounting esti-
mates that we believe are important to understanding certain
of the material judgments and assumptions incorporated in our
reported financial results.

DESCRIPTION OF BUSINESS

We provide a broad portfolio of transportation, e-commerce and
business services through companies competing collectively,
operating independently and managed collaboratively, under the
respected FedEx brand. Qur primary operating companies include
Federal Express Corporation {“FedEx Express”), the world’s largest
exprass transportation company; FedEx Ground Package System,
Inc. {"FedEx Ground™), a leading provider of small-package ground
delivery services; and FedEx Freight Corporation, a leading U.S.
provider of less-than-truckload (“LTL") freight services. Our FedEx
Services segment provides customer-facing sales, marketing
and information technology support, as well as retail access for
customers through FedEx Office and Print Services, Inc. {"FedEx
Office”™), formerly FedEx Kinko's, primarily for the benefit of FedEx
Express and FedEx Ground. These companies represent our major
service lings and form the core of our reportable segments. See
“Reportable Segments” for further discussion.

The key indicators necessary to understand our operating results
include:

« the overall customer demand for our various services;

« the volumes of transportation services provided through our

networks, primarily measured by our average daily volume and
shipment weight;

+ the mix of services purchased hy our customers;

« the prices we obtain for our services, primarily measured by
yield {average price per shipment or pound or average price
per hundredweight for FedEx Freight LTL Group shipments);

« our ability to manage our cost structure (capital expenditures
and operating expenses) to match shifting volume levels; and

* the timing and amount of fluctuations in fuel prices and our
ability to recover incremental fuel costs through our fuel
surcharges.

The majority of our operating expenses are directly impacted by
revenue and volume levels. Accordingly, we expect these operat-
ing expenses to fluctuate on a year-over-year basis consistent
with the change in revenues and volume. The following discus-
sign of operating expenses describes the key drivers impacting
expense trends beyond changes in revenues and voiume.

Except as otherwise specified, references to years indicate our
fiscal year ended May 31, 2008 or ended May 31 of the year ref-
erenced and comparisons are to the prior year. References to our
transportation segments include, collectively, our FedEx Express,
FedEx Ground and FedEx Freight segments.
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RESULTS OF OPERATIONS

CONSOLIDATED RESULTS

FEDEX CORPORATION

The following table compares revenues, operating income, operating margin, net income and difuted earnings per share {doliars in
millions, except per share amounts) far the years ended May 31:

Percent Chang_e_

2008 2007 2006 2008/2007 200772006

Revenues $37.953 $35,214 $32,294 8 9

Operating income 2,075 3,276 3014 (37) 9
Operating margin 5.5% 9.3% 9.3% {380)bp —bp

Netincome $ 1125 $ 2016 $ 1,806 {44) _12

Diluted earningspershare .. $.360 . 5. 848 ... $.883 ... 1

{1) Operating expenses include a charge of approximately $891 mitfion ($698 miltion, net of tax, or $2.23 per diluted share), predominantly related to noncash impairment charges associated with the
decision to minimize the use of the Kinko s trade name and goadwill resulting from the Kinko's acquisition (described balow),

12) Operating expenses inciude a $143 million charge at FedEx Exprass associated with upfront compensation and benefits under the new labor contract with our pilots, which was ratified in October
2006. The impact of this rew contract on second quaitar net income was approximately $78 million net of tax, or $0.25 per dituted share.

(3) Operating expenses include 2 $79 million {$43 miltion, net of tax, or $0.16 per dituted share} charge to adjust the accounting for certain facility feasas, predominantly at FedEx Express.

The following table shows changes in revenues and operating income by reportable segment for 2008 compared to 2007, and 2007
compared to 2006 {in millions):

Revenues Operating Income
Dollar Change _ Percent Change Dollar Change Percent Changa

2008/2007 2007/2008 2008/2007 2007/2008 20082007 2007/2006 2008/2007  2007/2006

FedEx Express segment $1,700 $1,235 8 6 $ {90} 3178 {5) 10
FedEx Ground segment 708 737 12 14 (86) 106 (10) 15
FedEx Freight segment® 348 941 8 26 (134) (22} {(29) {5)
FedEx Services segment® 2 48 - 2 (891) - NM -
Other and Eliminations {59) (41) NM NM — - - -
$2.7139 $2,.920 8 g ${(1,201) $262 (37 9

{1} FadEx Exprass 2007 operating expenses include & $143 million charge associated with uptront compensation and benefits under the new pilot Iabor contract and 2008 aperating expenses include
8 $75 million charge to adjust the accounting for certain facility leases.

(2} FadEx Freight segment results include the results of FedEx National LTL from the date of its acquisition on September 3, 2006,

{3} FedEx Services segmant operating expenses include 8 charge of approximately $891 milhon, predominantly refated [0 noncash impairment ¢harges associated with the decision te minimize the
use of the Kinko's trade name and goodwill resuiting from the Kinko's acquisition (described below),

The following graphs for FedEx Express, FedEx Ground and the FedEx Freight LTL Group show selected volume statistics {in thousands)
for the years ended May 31:

Average Daily Package Votume Average Daily LTL Shipments

FedEx Express and FedEx Ground™ FedEx Freight LTL Group
3,800 1 85.0 1
| 3,538
3500 3329 3339 80.0
3400 1 3255
3,200 3,365 75.0 4
3,000 1 70.0 1
2,800 4
2815 65.0

2,600 |

2,609
2,400 60.0

2005 2006 2007 2008 2005 2008 2007 2008

—&— FedEx Express —&— FedEx Ground —— FedEx Freight LTL Group

{1} Package statistics do not include the operations of FedEx SmartPost.




MANAGEMENT'S DISCUSSION AND ANALYSIS

The following graphs for FedEx Express, FedEx Ground and the FedEx Freight LTL Group show selected yield statistics for the years

ended May 31:
FedEx Express FedEx Ground™
Revenue per Package — Yield Revenue per Package — Yield
$23.00 4 §1.75 4
$2208
$7.48
$22.00 $7.50 4
§21.24
795 | 1.1
$21.00 - $20.72 §7.02
$1.00 1
Rl Py 751 668
$19.00 56.50
2005 2006 2007 2008 2005 2006 2007 2008

—&— FedEx Express

$21.00 4
$20.00 1
$19.00 4
$19.00 1
$17.00 4
$16.00

$15.00

—0=— FedEx Ground

FedEx Freight LTL Group
LTL Revenue per Hundredweight — Yield

$19.65

1) Package statistics de net include the operations of FedEx SmarntPost.

2006 2007 2008

—0— FedEx Freight LTL Group

The followmg graphs for our transportation segments show our average cost of jet and vehicle fuel per galion and the year—over—vear
percentage increase in total fuel expense for the years ended May 31:

$3.75 4

$3.25 1

82.75 1

$2.25 1

$1.75

Average Fuel Cost

per Gallon

81

Year-Over-Year Percentage Increase in
Total Fuel Expense

$1.25

2005

2006

—a Vehicle

2007

—0— Jet

45% 1 1%
3%
30%
15%
9%
0%
2005/2006 2006/2007 2007/2008

=-0— Fuel Expense
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FEDEX CORPORATION

Overview

Our results for 2008 reflect a difficult year, as the combination of
record high fuel prices and the weak U.S. economy significantly
impacted our profitability. We believe persistently higher fuel
prices and the related impact on our fuel surcharges are reduc-
ing demand for our services, particularly U.S. domestic express
package and LTL freight services, and are pressuring overall yield
growth across gur transportation segments. Also, these factors
are affecting our ability to cover inflation in our overali operating
costs and contributing to a customer shift to lower-yielding ser-
vices. Increased net operating costs at FedEx Office associated
with reduced copy and print revenue and higher expenses for
store expansion and service improvement activities also con-
tributed to the decline in operating results for 2008. Significantly
lower variable incentive compensation {lower by approximately
$220 million) and reduced retirement plans costs (reduced by
$82 million) combined with cost containment initiatives, partially
mitigated the impact of higher net fuel costs and the weak U.S.
economy on our 2008 overall results.

In &ddition, our operating results for 2008 include a fourth quarter
charge of approximately $891 million ($696 million, net of tax, or
$2.23 per diluted share), predominantly retated te noncash impair-
ment charges associated with the decision to minimize the use
of the Kinko's trade name and goodwill resulting frem the Kinko's
acquisition (descrited belaw}.

Revenue

Revenue growth for 2008 was primarily attributable to continued
growth in international services at FedEx Express, increases in
FedEx Express U.S. domestic package yields and volume growth
at FedEx Ground. Higher fuel surcharges continue to be the
key driver of increased yields in our transportation segments.
Additionally, FedEx Express international yields benefited from
favorable currency exchange rates. Revenue growth for 2008
also improved due to a full year of operations for businesses
acquired in 2007 at FedEx Express and FedEx Freight. Revenue
growth during 2008 was partially offset by reduced U.S. domestic
express volumes as a result of the ongoing weak U.S. economy,
The impact of the weak U.S. economy became progressively
worse during the year and drove U.S. domestic express shipping
volumes to pre-2000 levels during the fourth quarter of 2008.

Revenue growth in 2007 was due to FedEx Ground package vol-
ume growth and growth in FedEx Express International Priority
{“IP"} services. Our 2007 revenues also reflected the acquisi-
tion of FedEx National LTL {formerly known as Watkins Motor
Lines), which added approximately $760 million ta 2007 revenue.
Revenue growth in 2007 was slightly offset by declines in copy
revenues at FedEx Dffice.

Operating Income
The following table compares operating expenses and operating
income as a percent of revenue for the years ended May 31:

Percent of Revenye
2008 2007 2006
Operating expenses:

Salaries and employee benefits 37.4% 39.0% 38.9%

Purchased transportation 1.7 1.0 10.1

Rentals and landing fees 6.4 6.7 14

Depreciation and amortization 5.1 5.0 438

Fuel 121 10.0 10.1

Maintenance and repairs 5.5 5.5 5.5

Impairment charges 23 - -

Other 14.0 135 139

Total operating expenses 94.5 90.7 0.7
Operating income fmargin) . 35%_....83% . 93%

Operating income and operating margin declined during 2008,
as the weak U.S. economy and substantially higher fuel costs
pressured volume growth at FedEx Express and FedEx Freight.
The noncash impairment charges at FedEx Office also negatively
affected operating margins in 2008. Fuel expenses increased
approximately 30% during 2008, primarily due to an increase
in the average price per gatlon of fuel. Fuel surcharges were
not sufficient to offset incremental fue! costs for 2008, hased
on a static analysis of the impact to operating income of year-
over-year changes in fuel prices compared to changes in fuel
surcharges. This analysis considers the estimated benefits of the
reduction in fuel surcharges included in the base rates charged
for FedEx Express services. However, this analysis does not con-
sider several other factors including the sensitivity of demand to
changes in price and shifts by our customers to lower-yielding
services. Though fluctuations in fuel surcharge rates can be
significant from period to period, fuel surcharges represent one
of the many individual components of our pricing structure that
impact our overall revenue and yield. Additional components
include the mix of services purchased, the base price and other
extra service charges we obtain for these services and the level
of pricing discounts offered. In order to provide information about
the impact of fuel surcharges on the trend in revenue and yield
growth, we have included the comparative fuel surcharge rates
in effect for 2008, 2007 and 2006 in the accompanying discussions
of each of our transportation segments.

Operating income in 2008 was also negatively impacted by
increased net operating costs at FedEx Office and expansion
of our domestic express services in China. Higher purchased
transportation expenses at FedEx Ground, primarily due to costs
associated with independent contractor incentive programs
and higher rates paid to our contracters (including higher fuel
supplement costs), also had a negative impact on 2008 results.
Other operating expenses increased during 2008 primarily due to
the full-year inclusion of our 2007 business acquisitions, includ-
ing the consolidation of the results of our China joint venture at
FadEx Express, and higher legal, consulting and insurance costs
at FedEx Ground. Lower variable incentive compensation and
reduced retirement plans costs, combined with cost containment
activities, partially mitigated the impact of higher net fuel costs
and the weak U.S. economy an our overall results for 2008.
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Operating income increased in 2007, as revenue growth at FedEx
Express and FedEx Ground more than offset reduced profitability
atthe FedEx Freight segment and increased net operating costs
at FedEx Office. Operating margin was flat in 2007 due to slower
econamic growth, the negative impact of higher salaries and
benefits (primarily as a result of the new tabor contract with our
pilots} and the timing of adjustments to our fuel surcharges at
FedEx Express, as well as operating fosses at FedEx National
LTL. Soft volumes in the LTL sector and expenses to integrate
the FedEx National LTL network negatively impacted the perfor-
mance of the FedEx Freight segment in 2007.

Salaries and employee benefits increased in 2007 as a result of
the new labor contract for the pilots of FedEx Express and the
FedEx National LTL acquisition. The impacts of expensing stock
options commencing in 2007 and higher retirement plan costs
were largely offset by lower incentive compensation. Purchased
transportation costs increased in 2007 due to FedEx Ground voi-
ume growth, the FedEx Nationai LTL acquisition and IP package
volume growth.

Impairment Charges

Our operating results for 2008 include a charge of approximately
$891 million (3696 million, net of tax, or $2.23 per diluted share)
recorded during the fourth quarter, predominantly related to
noncash impairment charges associated with the decision to
minimize the use of the Kinko's trade name and goodwill result-
ing from the Kinko's acquisition.

The components of the charge include the following {in millions):

Trade name $615
Goodwill 367
Other 9

$891

During the fourth quarter we decided to change the name of
FedEx Kinko's to FedEx Office. The impairment of the Kinko's trade
name was due to the decision to minimize the use of the Kinko's
trade name and rebrand our centers over the next several years.

Business Acquisitions
During 2007, we made the following business acquisitions:

We believe the FedEx Office name better describes the wide
range of services available at our retail centers and takes full
advantage of the FedEx brand. The goodwill impairment charge
was related to the impairment of our recorded goodwill, reflecting
a decline in its current fair value in light of economic conditions,
the unit's recent and forecasted financial performance and the
decision to reduce the rate of store expansion. These impairment
charges are included in operating expenses in the accompanying
consolidated statements of income. The charges are included in
the results of the FedEx Services segment and were not allocated
to our transportation segments, as the charges were unrelated
to the core performance of these businesses.

For additional information ¢encerning the trade name and
goodwill impairment charges, see Note 4 to the accompanying
consolidated financial statements and the Critical Accounting
Estimates section of this MD&A.

Other income and Expense

Net interest expense decreased $1 million during 2008 primarily
due to decreased interest expense related to lower debt balances
and increased capitalized interest. The decrease in interest
expense was partially offset by decreased interest income due to
lower cash balances. Net interest expense decreased $51 million
during 2007 primarily due to increased interestincome earned on
higher cash balances.

Income Taxes

Our effective tax rate was 44.2% in 2008, 37.3% in 2007 and 37.7%
in 2006. Cur 2008 tax rate increased primarily as a result of the
goodwill impairment charge, which is not deductible for income
tax purposes. Our 2007 tax rate was favarably impacted by the
conclusion of various state and federal tax audits and appeals.
This faverable impact was partially offset by tax charges incurred
as a result of a reorganization in Asia associated with our acquisi-
tion in China (described below). For 2009, we expect our effective
tax rate to be approximately 38%. The actual rate, however, will
depend on a number of factors, including the amount and source
of operating income.

Total Purchase Price

Segment Business Acquired Rebranded Date Acquired {in millians)
FedEx Freight Watkins Motor Lines FedEx National LTL September 3, 2006 $787
FedEx Express ANC Holdings Ltd. FedEx UK. December 16, 2006 rL]

FedEx Express Tianjin Datian W. Group Co., Lid. {("DTW Group”} N/A March 1, 2007 427

Our acquisition of FedEx National LTL extended our service offerings to the long-haul LTL freight sector. The acquisition of FedEx U.K.
has allowed us to establish a domestic service in the United Kingdem and better serve the U.K. international market, while the DTW
Group acquisition converted our joint venture with DTW Group into a wholly owned subsidiary and has increased our presence in
China in the international market and established our presence in the demestic market. During 2007, we also made other immaterial

acquisitions that are not presented in the table above.

We paid the purchase price for these acquisitions from available cash balances, which included the net proceeds from our $1 billion
senior unsecured debt offering completed during 2007. See Note 6 of the accompanying consolidated financial statements for further

discussion of this debt offering.

See Note 3 of the accompanying consolidated financial statements for further information about these acquisitions.
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Employees Under Collective Bargaining Arrangements

The pilats of FedEx Express, who represent a small percentage of
our tatal empioyees, are employed under a collective bargaining
agreement. During the second quarter of 2007, the pilots ratified a
new four-year labor cantract that included signing bonuses and
other upfront compensation of approximately $143 million, as well
as pay increases and other benefit enhancements. These costs
were partially mitigated by reductions in the variable incentive
compensation of our other employees. The effect of this new
agreement on second quarter 2007 net income was appraxi-
mately $78 million net of tax, or $0.25 per diluted share.

Lease Accounting Charge

Qur results for 2006 included a noncash charge of $79 million
($49 million net of tax, or $0.16 per diluted share} to adjust the
accounting for certain facility leases, predominantly at FedEx
Express. This charge, which included the impact on prior years,
related primarily to rent escalations in on-airport facility leases
that were not being recognized appropriately.

Outlook
Our comparisons to 2008 and expectations for 2009 below exclude
the impact of the noncash impairment charges described above.

We anticipate the difficult economic environment that impacted
our profitability in 2008 will continue in 2009, as we expect no
significantimprovement in the U.S. economy, at least far the near
term. [n fact, the negative consequences of record oil prices on
global growth will likely amplify in coming quarters. Therefore,
we expect nominal base revenue growth in 2009, as these factors
will continue to pressure yields and volumes in both package and
freight services, especially in our UJ.5. domestic services at FedEx
Express. Persistently high energy costs will continue to dampen
our growth potential throughout 2009 despite our continued
cost containment initiatives and reductions in variable incentive
compensation. These factors, combined with higher purchased
transportation costs at FedEx Ground, are expected to result in
reduced earnings in 2009. We will continue to have cost contain-
ment initiatives in place across all segments in 2009, including
controlling discretionary spending and limiting staffing additions.
M the economic downturn becomes even more pronounced, addi-
tional actions will be taken to control costs. However, we will
not compromise our outstanding service levels or take actions
that negatively impact the customer experience in exchange for
short-term cost reductions.

In light of current economic conditions, we significantly reduced
our capital expenditures for 2008 from an initial budget of
$3.5 billion to $2.9 hitlion in actual expenditures. Qur capital
expenditures for 2009 are expected to approximate 2008 levels,
as we balance the need to control spending with the opportunity
to make investments with high returns, such as in substantially
more fuel-efficient Boeing 757 and Boeing 777 aircraft. Moreover,
we will continue to investin critical long-term strategic projects
focused on expanding our global networks and broadening our
service offerings to position us for stronger growth in better eco-
nomic times. However, we ¢ould significantly reduce 2009 capital
expenditures should conditions worsen. For additional details on
key 2009 capital projects, refer to the Liquidity Cutlook section
of this MD&A.

All of our businesses operate in a competitive pricing environment,
exacerbated by continuing volatile fuel prices. Historically, our
fuel surcharges have largely been sufficient to offset incremental
fuel costs; however, volatility in fuel costs, as seen in the rapidly
rising price of oil in 2008, may impact earnings because adjust-
ments to our fuel surcharges lag changes in actual fuel prices
paid. Therefore, the trailing impact of adjustments to our fuel sur-
charges can significantly affect our earnings in the short-term.

As described in Note 17 of the accompanying consolidated
financial statements and the “Independent Contractor Matters”
section of our FedEx Ground segment MD&A, we are invalved
in a number of litigation matters and other proceedings that
challenge the status of FedEx Ground's owner-operators as
independent contractors. FedEx Ground anticipates continuing
changes to its relationships with its contractors. The nature, tim-
ing and amount of any changes are dependent on the outcome
of numerous future events. We cannot reasonably estimate the
potential impact of any such changes or @ meaningful range of
potential outcomes, although they could be material. However,
we do not believe that any such changes will impair our ability to
operate and profitably grow our FedEx Ground business.

See "Risk Factors” for a discussion of these and other poten-
tial risks and uncertainties that could materially affect our
future performance.

Seasonality of Business

Our businesses are seasonal in nature. Seasonal fluctuations
affect volumes, revenues and earnings. Historically, the U.S.
express package business experiences an increase in volumes
in late November and December. International business, particu-
larly in the Asia-to-U.S. market, peaks in October and November
in advance of the U.S, holiday sales seasen. Qur first and third
fiscal quarters, because they are summer vacation and post
winter-holiday seasons, have histerically experienced lower vol-
umes relative to other periods. Normally, the fall is the busiest
shipping period for FedEx Ground, while late December, June
and July are the slowest periods. For the FedEx Freight LTL Group,
the spring and fall are the busiest periods and the latter part
of December, January and February are the slowest periods.
For FedEx Office, the summer months are normally the slowest
periods. Shipment levels, operating costs and earnings for each
of our companies ¢an also be adversely affected by inclement
weather, particularly in aur third fiscal quarter.

NEW ACCOUNTING PRONOUNCEMENTS

New accounting rules and disclosure requirements can sig-
nificantly impact our reported results and the comparahility
of our financial statements. We believe the following new
accounting pronguncements are relevant to the readers of our
financial statements.

On June 1, 2007, we adopted Financial Accounting Standards
Board {("FASB”) Interpretation No. (“FIN") 48, "Accounting for
Uncertainty in Income Taxes.” This interpretation establishes new
standards for the financial statement recognition, measurement
and disclosure of uncertain tax positions taken or expected to be
taken in income tax returns. The cumulative effect of adopting
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FIN 48 was immaterial. For additiona! information on the impact
of adoption of FIN 48, refer to Note 11 to the accompanying con-
solidated financial statements.

On May 31, 2007, we adopted Statement of Financial Accounting
Standards (“SFAS”) 158, "Employers’ Accounting for Defined
Benefit Pension and Other Postretirement Plans.” SFAS 158
requires recognition in the balance sheet of the funded status of
defined benefit pension and other postretirement benefit plans,
and the recognition in accumulated other comprehensive income
(*ADCI") of unrecognized gains or losses and prior service costs
or credits. The funded status is measured as the difference
between the fair value of the plan’s assets and the projected
henefit obligation (“PBO0") of the plan. The adoption of SFAS 158
resulted in 8 $982 million charge to shareholders’ equity at May
31, 2007 through ADCI. At May 31, 2008, under the provisions of
SFAS 158, we recorded an increase to equity of $469 million (net
of tax) based on a $1 billion improvement in the funded status of
our retirement plans since May 31, 2007,

Additionally, SFAS 158 requires the measurement date for plan
assets and liabilities to coincide with the spansor’s year end.
We currently use a February 28 (February 29 in 2008) measure-
ment date for our plans; therefore, this standard will require us
to change our measurement date to May 31 (beginning in 2009).
We are required to make our transition election in the first quar-
ter of 2009 and plan to elect the two-measurement approach as
our transition method. Under the two-measurement approach,
we complete two actuarial measurements, one at February 29,
2008 and the other at June 1, 2008. For the transition period from
February 29, 2008 through June 1, 2008, we will record the net
periodic benefit cost, net of tax, as an adjustment to beginning
retained earnings and the actuarial gains and losses, net of tax,
as an adjustment to ADC1 in the first quarter of 2009. The impact
of adopting the measurement date provision on our financial
statements is not expected to be material to our financial posi-
tion or results of operations, but will reduce our 2009 pension and
retiree medical expense by approximately $87 million under the
two-measurement approach due to an increase in the discount
rate and higher plan assets.

For additional information on the adoption of SFAS 158 and these
changes, see Note 12 to the accompanying consolidated finan-
cial statements and the Critical Accounting Estimates section of
this MD&A.

In September 2006, the FASB issued SFAS 157, “Fair Value
Measurements,” which provides a common definition of fair
value, establishes a uniform framewaork for measuring fair
value and requires expanded disclosures about fair value mea-
surements. The requirements of SFAS 157 are to be applied
prospectively, and we anticipate that the primary impact of the
standard to us will be related to the measurement of fair value
in our recurring impairment test calculations (such as mea-
surements of our recorded goodwill). SFAS 157 is effective for
us beginning on June 1, 2008; however, the FASB approved a
one-year deferral of the adoption of the standard as it relates to
non-financial assets and liabilities with the issuance in February
2008 of FASB Staff Position FAS 157-2, “Effective Date of FASB
Statement No. 157.” We do not presently hold any financial assets
or liabilities that would require recognition under SFAS 157 other

than investments held by our pension plans. In addition, the FASB
has excluded leases from the scope of SFAS 157. We anticipate
that this standard will not have a material impact on our financial
condition or results of operations upon adoption.

In December 2007, the FASB issued SFAS 141R, “Business
Combinations,” and SFAS 160, "Accounting and Reporting
Noncontroliing Interest in Consolidated Financial Statements,
an amendment of ARB No. 51." These new standards significantly
change the accounting for and reporting of business combination
transactions and noncontrolling interests (previously referred
to as minority interests} in consolidated financial statements.
The key aspects of SFAS 141R and SFAS 160 include requiring
the acquiring entity in a business combination to recognize the
full fair value of assets acquired and liabilities assumed in
the transaction; establishing the acquisition-date fair value as
the measurement objective for all assets acquired and liabilities
assumed; and requiring the expensing of most transaction and
restructuring costs. Both standards are effective for us beginning
June 1, 2009 {fiscal 2010} and are applicable only to transactions
occeurring after the effective date.

REPORTABLE SEGMENTS

FedEx Express, FedEx Ground and FedEx Freight represent our
major service lines and, along with FedEx Services, form the core
of our reportable segments. Qur reportable segments include the
following businesses:

FedEx Express
{express transportation)
FedEx Trade Networks
{global trade services)

FedEx Express Segment

FedEx Ground

{small-package ground delivery)
FedEx SmartPost

{small-parcel consolidator)

FedEx Ground Segment

FedEx Freight LTL Group:
FedEx Freight (regional LTL
freight transportation)
FedEx National LTL
{long-haul LTL freight
transportation)

FedEx Custom Critical
(time-critical transportation}
Caribbean Transportation Services

{airfreight forwarding)

FedEx Freight Segment

FedEx Services {sales,
marketing and information
technology functions)

FedEx Office {document and
business services and package
acceptance)

FedEx Customer Information
Services {"FCIS™) {customer
service, billings and collections)

FedEx Global Supply Chain Services
{logistics services)

FedEx Services Segment
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FEDEX SERVICES SEGMENT

The FedEx Services segment includes: FedEx Services, which
provides sales, marketing and information technology support;
FCIS, which is responsible for customer service, billings and
collections for FedEx Express and FedEx Ground; FedFx Global
Supply Chain Services, which provides a range of log|stlcs ser-
vices to our customers; and FedEx Office.

During the fourth quarter of 2008, we decided to change the name
of FedEx Kinko’s to FedEx Office. We believe the FedEx Office
name better describes the wide range of services available at
our retail centers and takes full advantage of the FedEx brand.

During the first quarter of 2008, FedEx Office was reorganized
as a part of the FedEx Services segment. FedEx Office provides
retail access to our customers for our package transportation
businesses and an array of document and business services.
FedEx Services provides access to customers through digital
channels such as fedex.com. Under FedEx Services, FedEx Office
benefits from the full range of resources and expertise of FedEx
Services to continue to enhance the customer experience, pro-
vide greater, more convenient access to the portfolio of services
at FedEx, and increase revenues through our retaif network. As
part of this reorganization, we are pursuing synergies in sales,
marketing, information technology and administrative areas.

With this reorganization, the FedEx Services segment became
a reportable segment. Prior year amaounts have been revised to
conform to the current year segment presentation. FedEx Office
continues to be treated as a reporting unit for purposes of good-
will impairment testing.

Effective June 1, 2006, we moved FedEx Supply Chain Services,
Inc., the results of which were previously reported in the FedEx
Ground segment, into a new subsidiary of FedEx Services named
FedEx Global Supply Chain Services, Inc. The net operating
costs of this entity are allocated to FedEx Express and FedEx
Ground. Prior year amounts were not reclassified to conform
to the 2007 segment presentation, as financial results were
materially comparable.

The costs of the sates, marketing and information technology
support provided by FedEx Services and the customer service
functions of FCIS, together with the normal, ongoing net operating
costs of FedEx Global Supply Chain Services and FedEx Qffice, are
allocated primarily to the FedEx Express and FedEx Ground seg-
ments based on metrics such as relative revenues or estimated
services provided. We believe these aliocations approximate
the net cost of providing these functions. The $891 million fourth
quarter charge predominantly associated with the noncash
impairment charges for the Kinko's trade name and goodwill was
not allocated to the FedEx Express or FedEx Ground segments, as
itwas unrelated to the core performance of those businesses.

FedEx Services segment revenues, which reflect the opera-
tions of FedEx Office and FedEx Global Supply Chain Services,
increased slightly during 2008. Revenue generated from new
locations and higher package acceptance fees more than offset
declines in copy revenues at FedEx Office for 2008. The allocated
net operating costs of FedEx Office increased during 2008 due
to declines in copy revenues, as well as higher expenses asso-
ciated with store expansion, advertising and promotions, and

service improvement activities. Increased capital expenditures
for the FedEx Services segment are primarily associated with
infermation technology facility expansion at FedEx Services and
store expansion activities at FedEx Office. FedEx Office opened
318 new centers during 2008.

OTHER INTERSEGMENT TRANSACTIONS

Certain FedEx operating companies provide transpartation and
related services for other FedEx companies outside their report-
able segment. Billings for such services are based on negatiated
rates, which we believe approximate fair value, and are reflected
as revenues of the billing segment. These rates are adjusted from
time to time based on market conditions. Such intersegment rev-
enues and expenses are eliminated in the consolidated results
and are not separately identified in the following segment infor-
mation, as the amounts are not material,

The operating expenses ling item "Intercompany charges” on
the accompanying unaudited financial summaries of our trans-
portation segments includes the allocations from the FedEx
Services segment to the respective transportation segments.
The “Intercompany charges” caption also includes allocations
for administrative services provided between operating com-
panies and certain other costs such as corporate management
fees related to services received for general corporate oversight,
including executive officers and certain legal and finance func-
tions. Management evaluates transportation segment financial
performance based on operating income.




FEDEX EXPRESS SEGMENT

MANAGEMENT'S DISCUSSION AND ANALYSIS

The following table compares revenues, operating expenses,
operating income and operating margin {dollars in millions) for

The following table compares selected statistics (in thousands,
except yield amounts} for the years ended May 31:

Percent Change

the years ended May 31: 008/ 2003/
Parcent Change 2008 2007 2006 2007 2006
2008 2007 2006 ;ggg’ gggy Package Statistics"
Revenues: Average daily package volume (ADV):
) U.S. overnight box 1.151 1,174 1,203 (2) (2)
Paltjksage: ightbox $6578 §$6485 $6422 1 1 US. overnight
Us ool ::gh: o ' ' ' envelope 617 W6 M3 4 ()
envelope 2012 1990 1974 1 1 U'?&f;fﬁrge“ Bs 88 s - -
U.S. deferred _ 2,995 2,883 2,853 4 1 domestic ADV 2123 2778 2817 2) ()
Total U.S. domestic 1P 517 487 466 6 5
package revenue 11,585 11,358 11,249 2 1 International
International .
Priority (IP) 7666 6722 6133 1@ 9 #ggf:‘l'fv 3§§g 3;33 3‘332 '2; ‘9;
Internationat ~ mmmmemmoosocseoo—-sssssssssiescesnoooteooemnosoe oo
_______ domestic 663 30 199 719 8 Revenue per package {yield):
Total package U.S.overnightbox  $22.40 §$2166 $20.94 3 3
revenue 19,914 18450 17,587 8 5 U.S. overnight
Freight: envelope 11.66 11.06 10.86 5 2
Uu.s. 2,398 2412 2218 {1} 9 U.S. deferred 1312 1259 1242 4 1
International U.S. demestic
Priority Freight 1,243 1,045 840 19 24 composite 16.68 16.04 1566 4 2
International iP 58.11 5413 5164 7 5
airfreight 406 394 434 3 {9 International
Total freight domestic®? 8.80 1077 1669 {18)  {35)
revenue 4,047 3850 3492 5 10 Composite
__Dther 460 380 367 2 4 package yield 22.08 2128 2072 4 3
Total revenues 24421 22681 21,446 8 6 Freight Statistics ™
Operating expenses: Average daily freight pounds:
Salaries and u.s. B.648 9569 9374 (10} 2
employee benefits 8,451 8,234% 8,033 3 3 International
Purchased Priority Freight 2,220 1878 1,634 18 15
transpartation 1,208 1,098 M 10 13 International
Rentals and airfreight 1,817 1,831 2,126 1 (4
landing fees 1,673 1,610 16964 4 {5} Total average
Depreciation and daily freight
amortization 934 856 805 10 6 pounds 12685 13278 13134  (4) 1
Fuel 3,785 25846 2,786 28 6 _—
Maintenance and Revenue per pound (yield):
repairs 1512 1440 1344 5 7 Il:‘.tSe.mational $109 $ 099 § 092 10 6
'D"::;:""‘pa"y charges g;fg gggg ;ggg 1; 3;;) Priority Freight 220 218 202 1 8
Total operating me‘rr?at'm: Y 088 08 080 5 5
expenses 22520 20690 19633 8 5 g'on’f'gsiie : ' '
Operatingincome ______ $1,901 §$1991 §$183 {5 10 b vield 125 114 104 10 10
Operating margin___ " 7.8% __ 88% _85% (100jbp _30bp ---------F LS P R

(1) international domestic rovenuas include aur international domestic exprass operations,
primarily in the United Kingdom, Canada, India and Chins. We reclassified the prior period

international domestic revenues previously included within other revenues to conform to the

current pariod presentation.
{2) Other revenues includes FedEx Trade Networks.

{3} Includas a $143 million charge far signing bonuses and other upfront compensetion
associated with the naw faur-year fabar contract with our pifots.
{4} Includas & $75 million ane-time, noncash charge to adjust the accounting for cartain

faciity leases.

(1) Package and freight statistics includa only the operations of FadEx Express.
(2) International domestic rovenues include our international domestic express operations,
primatily in the United Kingdom, Canada, India and China.
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FedEx Express Segment Revenues

FedEx Express revenues increased 8% in 2008, primarily due to
increases in fuel surcharges, growth in IP volume and the impact
of favorable currency exchange rates, Revenue increases during
2608 were partially offset by decreased voluimes in U.5. domestic
package and freight services, as the weak U.S. economy and
persistently higher fuel prices and the related impact on our fuel
surcharges have restrained demand for these services. These
factors drove U.S. domestic shipping levels to pre-2000 volumes
during the fourth quarter of 2008.

The increase in composite package yield in 2008 was driven
by increases in IP and U.S. domestic yields, partially offset by
decreased international domestic yield. IP yield increased 7% in
2008, primarily due to favorable exchange rates, higher fuel sur-
charges and increases in package weights. U.S. domestic yield
increased 4% in 2008 primarily due to higher fuei surcharges and
general rate increases. International domestic yield decreased
18% during 2008 as a result of the inclusion of lower-yielding
services from the companies acquired in 2007. Composite freight
yield increased in 2008 due to the impact of changes in service
mix, higher fuel surcharges and favorable exchange rates.

[P volume growth during 2008 resulted from increased demand in
Asia, U.S. outbound and Europe. Increased international domes-
tic volumes during 2008 were driven by business acquisitions in
the second half of 2007. U.S. domestic package and freight vol-
umes decreased during 2008, as the ongoing weak U.S. economy
and rising fuel prices continued to negatively impact demand for
these services,

Revenue growth in 2007 was driven by IP revenues as a result of
yield improvements acress all regions and volume growth result-
ing from increased demand in U.S. outhound, Asia and Europe.
Also contributing to revenue growth in 2007 were increases in
international domestic revenues (primarily due to our acquisition
of FedEx U.K.} and increases in freight revenues due to higher
U.S. and international priority freight volumes. U.S. domestic
package revenues increased as a result of yield improvements,
partially offset by a decrease in volumes resulting from the mod-
erating growth rate of the U.S. economy.

IP yield increased during 2007 as a result of favorable exchange
rates, higher package weights and an increase in the average
rate per pound. U.5. domestic composite yield increases in 2007
were due to an increase in the average rate per pound, partially
offset by changes in product mix and lower package weights.
U.S. freight yield increased in 2007 due to an increase in the aver-
age rate per pound and higher fuel surcharges.

Our fuel surcharges are indexed to the spot price for jet fuel.
Using this index, the U.S. domestic and outbound fue! surcharge
and the international fuel surcharges ranged as follows, for the
years ended May 31:

2008 2007 2006
U.S. Domestic and Qutbound Fuel Surcharge:
Low 13.50% 850% 1050%
High 25.00 17.00 20.00

Weighted-Average 17.06 1291 1369

International Fuel Surcharges:

Low 12,00 8.50 10.00
High 25.00 17.00 20,00
Weighted-Average 16.11 12.98 1273

FedEx Express Segment Operating Income
The following table compares aperating expenses and operating
income as a percent of revenue for the years ended May 31:

Percent of Revenue

2608 2007 2006
(perating expenses:
Salaries and employee benefits 34.6% 36.3%"  37.4%
Purchased transportation 4.9 48 45
Rentals and landing fees 6.9 7.1 79@
Depreciation and amortization 39 38 37
Fuel 15.5 13.0 13.0
Maintenance and repairs 6.2 6.4 6.3
Intercompany charges 8.7 9.0 1.0
Other 11.5 108 N7
.__Total operating expenses 92.2 91.2 91.5
Operating income {margin) 18% _ 88% __ 85%

{1} Inciudes a $143 million charge far signing b and other upfront comp tign
asseciated with the new four-year labor contract with pur pilots (0.6% of revenue}.

{2} Includes a §75 million one-time, noncash charge to adjust the accounting for certain facility
leasas (0.4% of revenue).

Operating results for 2008 were negatively impacted by record
high fuel prices, the continued weak U.S. economy and our
continued investment in domestic express services in China.
However, revenue growth in IP services, reduced retirement plan
costs, the favorable impact of fareign currency exchange rates
and lower variable incentive compensation partially offset the
impact of these factors on operating income during 2008,

Fuel costs increased 28% in 2008 due to an increase in the
average price per gallon of fuel. Although fuel costs increased
significantly during 2008, fuel surcharges were sufficient to offset
incremental fue! costs, based on a static analysis of the year-
over-year changes in fuel prices compared to changes in fuel
surcharges. This analysis considers the estimated benefits of the
reduction in fuel surcharges included in the base rates charged
for FedEx Express services. However, we believe persistently
higher fuel prices and the related impact on our fuel surcharges
are reducing demand for our services and pressuring overall
yield growth, These factors are also affecting our ability to cover
inflation in our operating costs and contributing to a customer
shift to lower-yielding services.
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Other operating expenses increased 15% during 2008 principally
due to the inclusion of our 2007 business acquisitions, including
the full consolidation of the results of our China joint venture.
Also contributing to the increase in other cperating expenses
in 2008 was the inclusion of an operating gain in 2007 related
to the Airbus contract settlement agreement described below.
Purchased transportation costs increased 10% in 2008 primarily
due to the inclusion of our 2007 business acquisitions, the impact
of higher fuel costs and IP volume growth, which requires a
higher utilization of contract pickup and delivery services. These
increases in purchased transportation costs were partially off-
set by the elimination of payments by us for pickup and delivery
services provided by our former China joint venture partner, as
we acquired this business in the second half of 2007. The 10%
increase in depreciation expense during 2008 was principally
due to aircraft purchases and our 2007 business acquisitions.
Intercompany charges increased 4% during 2008 primarily due
to increased net operating costs at FedEx Qffice associated
with declines in copy revenues, as well as higher expenses
associated with store expansion, advertising and promotions,
and service improvement activities. This increase was partially
offset by lower allocated fees from FedEx Services due to cost
containment activities.

Operating income and operating margin increased in 2007, despite
slower overall revenue growth. Increases in operating income and
margin in 2007 resulted from growth in IP services and were par-
tially offset by costs associated with the ratification of a new labor
contract with our pilots in October 2006. These costs included
signing bonuses and other upfront compensation of $143 million,
as well as pay increases and other benefit enhancements, which
were mitigated by reductions in the variable incentive compensa-
tion for our other employees. Year-over-year results in 2007 were
positively affected by a $75 million charge in 2006 to adjust the
accounting for certain facility leases.

Fuel costs increased during 2007 due to an increase in the aver-
age price per gallon of fuel. Fuel surcharges did not offset the
effect of higher fuel costs on our year-over-year operating results
far 2007, due to the timing fag that exists between when we pur-
chase fuel and when our fuel surcharges are adjusted, based
on a static analysis of the year-over-year changes in fuel prices
compared to changes in fuel surcharges.

Salaries and employee benefits increased in 2007 primarily as
a result of the new labor contract with our pilots. Purchased
transportation costs increased 13% in 2007 due to 1P volume
growth, which requires a higher utilization of contract pickup
and delivery services and an increase in the cost of purchased
transportation. Maintenance and repairs increased 7% in 2007
primarily due to higher aircraft maintenance expenses for various
airframes and Airbus A300 engines. The % decrease in rentals
and landing fees in 2007 was attributable to the one-time adjust-
ment for leases in 2006 described above. Intercompany charges
increased 37% in 2007 due to allocations as a result of moving the
FCIS organization from FedEx Express to FedEx Services in 2007.
The costs associated with the FCIS organization in 2006 were of
a comparable amount but were reported in individual operating
expense captions.

During 2007, we terminated our agreement with Airbus for the
purchase of A380 aircraft and in March 2007 entered into a sepa-
rate settlement agreement with Airbus that, among other things,
provides us with credit memoranda applicable to the purchase
of goods and services in the future. The net impact of this settle-
ment was immaterial to our 2007 results and was recorded as an
operating gain during the fourth quarter of 2007.

FedEx Express Segment Outlook

We expect limited base revenue growth at FedEx Express in 2009,
as we expect no significant improvement in the U.S. economy
with continued high oil prices. These factors will continue to
pressure yields and volumes in both U.S. domestic package and
freight services. We expect U.S. domestic shipping volumes to
remain at the pre-2000 levels experienced in the fourth quarter
of 2008. We expect that the majarity of the revenue increase in
2009 will be led by IP services, as we continue to focus on grow-
ing our service offerings, particularly in China and Europe, and
benefit from increased demand for U.S. goods due to a weaker
U.S. dollar. Our international domestic revenue is projected to
increase in 2009 due to the continued expansion of our China
domestic service as well as increases in aur Canadian domestic
package services.

FedEx Express segment operating income and operating mar-
gin are expected to decline in 2009, primarily due to lower U.S.
domestic package and freight volumes, as high energy costs will
dampen our growth potential throughout 2009 despite our contin-
ued cost containment initiatives. Capital expenditures at FedEx
Express are expected to be relatively flat in 2009, as we balance
the need to control spending with the opportunity to make invest-
ments with high returns, such as substantially more fuel-efficient
aircraft. Gur aircraft-related capital outtays include the more fuel-
gfficient Boeing 757s, the first of which enter revenue service in
2009, and the new Boeing 777s, the first of which enter revenue
service in 2010, These aircraft capital expenditures are necessary
to achieve significant long-term operating savings and to support
projected long-term international volume growth. However, we
may temporarily ground certain aircraft due to excess capacity
in the current economic enviranment. The new Asia-Pacific hub
in Guangzhou, China is planned to be operational in 2009.

5
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FEDEX GROUND SEGMENT

The following table compares revenues, operating expenses,
operating income and operating margin (dollars in millions) and
selected package statistics (in thousands, except yield amounts)
for the years ended May 31:

Percent Change
2008/ 2007
o o 2008 2007 W06 2007 2006
Revenues $6,751 $6,043 $5306 12 14
Operating expenses:
Salaries and
employee benefits 1,073 1,006 929 7 8
Purchased
transportation 2,691 2326 2,019 16 15
Rentals 189 166 133 14 25
Depreciation and
amortization 305 268 224 14 20
Fuel an 7 93 12 26
Maintenance
and repairs 145 134 118 8 14
Intercompany charges 658 569 515 16 10
Other 753 635 559 19 14
Total operating
__ __expenses _ 6015 5221 4530 15 14
QOperating income $136_$82 §76 (100 15
Operating margin 109% 136% 13.5% (270)bp 10bp
Average daily package volume:
FedEx Ground 3,365 3126 2815 8 "
FedEx SmartPost 618 599 3 3 59
Revenue per package {yield):
FedEx Ground $748 3721 §702
FedEx SmartPost $209 318 $1.55 1" 21

FedEx Ground Segment Revenues

FedEx Ground segment revenues increased 12% during 2008
due to volume and yield growth. Volume growth at FedEx Ground
resulted from market share gains and the customer appeal of
our cost-effective alternative to overnight air delivery services.
Average daily volumes at FedEx Ground increased 8% during 2008
due to increased commercial business and the continued growth
of our FedEx Home Delivery service. Yield improvement during
2008 was primarily due to the impact of general rate increases,
higher extra service revenue (primarily through our residential,
additional handling and large package surcharges) and higher
fuel surcharges partially offset by higher customer discounts and
a lower average weight and zone per package.

FedEx SmartPost picks up shipments from customers and deliv-
ers them to various points within the United States Postal Service
{("USPS") network for final delivery. FedEx SmartPost revenue
and yield represent the amount charged to customers net of post-
age paid to the USPS.

Revenues increased during 2007 due to strong volume growth.
Average daily valumes at FedEx Ground rose 11% because of
increased commercial business and the continued growth of our
FedEx Home Delivery service. Yield improvement during 2007 was
primarily due to the impact of general rate increases and higher
extra service revenues, primarily on our residential services. This
yield increase was partially offset by higher customer discounts

and a lower average weight and zone per package. Additionally,
revenue at FedEx SmartPost increased significantly in 2007 due to
increased market share, as a major competitor exited this market
in 2006, enabling significant growth in the customer base and
related volumes.

The FedEx Ground fuel surcharge is based on a rounded average
of the national U.S. on-highway average prices for a gallon of
diesel fuel, as published by the Department of Energy. Our fuel
surcharge ranged as follows for the years ended May 31:

2008 2007 2006
Low 4.50% 3.50% 2.50%
High 1.1 5.25 5.25
Weighted-Average 5.47 418 354

FedEx Ground Segment Operating Income
The following table compares operating expenses and operating
income as a percent of revenue for the years ended May 31:

Percent of Revenue

2008 207 2006
Operating expenses:
Salaries and employee benefits 15.9% 16.7% 17.5%
Furchased transportation 399 38.5 38.1
Rentals 2.8 28 25
Depreciation and amortization 45 44 42
Fuel 30 1.9 18
Maintenance and repairs 21 2.2 22
Intercompany charges 9.7 94 9.7
Other 11.2 10.5 105
Total operating expenses 89.1 86.4 86.5
Operating income (margin} 10.9% ___136% _ 13.5%

FedEx Ground segment operating income decreased 10% during
2008, as revenue growth was maore than offset by higher inde-
pendent contractor-related costs, the net impact of increased
fuel costs, costs associated with our multi-year capacity expan-
sion plan, higher intercompany charges and higher legal costs
{inciuding fees paid to external counsel, settlement costs and
loss accruals). However, lower variable incentive compensa-
tion partially offset the net impact of these factors on operating
income during 2008.

Fuel costs increased 72% during 2008 primarily due to a sig-
nificant increase in the average price per gallon of fuel. Fuel
surcharges were not sufficient to offset the effect of fuel costs
on our year-over-year operating results for 2008, due to the timing
lag that exists between when we purchase fuel and when our
indexed fuel surcharges automatically adjust. Purchased trans-
portation costs increased 16% in 2008 as a result of higher rates
paid to our independent contractors, increased fuel expenses
and costs associated with our independent contractor programs
{described below).

Intercompany charges increased 16% during 2008 primarily due
to increased net aperating costs at FedEx Office associated with
declines in copy revenues, as well as higher expenses associ-
ated with store expansion, advertising ant promotions, and
service improvement activities. In addition, higher allocated sales
and marketing and customer service costs from FedEx Services
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contributed to the increase in intercompany charges for 2008.
Other operating expenses increased 19% during 2008, primarily
due to higher legal, consulting and insurance costs. Depreciation
expense and rent expense increased 14% in 2008 primarily due
to higher spending on material handling equipment and facilities
associated with cur multi-year capacity expansion plan.

The increase in FedEx Ground segment operating income during
2007 was principally due to revenue growth and improved results at
FedEx SmartPost. Operating margin increased only slightly in 2007,
as revenue growth was partially offset by increased purchased
transportation costs, increased legal costs and higher depreciation
and rent expense associated with network expansion.

Purchased transportation increased in 2007 primarily due to vol-
ume growth and higher rates paid to our independent contractors,
including fuel supplements. Our fuel surcharge was sufficient to
offset the effect of higher fuel costs on our 2007 operating results,
based on a static analysis of the year-over-year changes in fuel
prices compared to changes in the fuel surcharge. Other operat-
ing expenses increased in 2007 primarily due to increased legal
costs. Depreciation expense increased 20% and rent expense
increased 25% principally due to higher spending on material
handling and scanning equipment and facilities associated with
our.multi-year network expansion.

independent Contractor Matters

FedEx Ground faces increased regulatory and legal uncertainty
with respect to its independent contractors. As part of its opera-
tions, FedEx Ground has made changes to its relationships with
contractors that, among other things, provide incentives for
improved service and enhanced regulatory and other compliance
by our contractors. During the second quarter of 2008, FedEx
Ground announced a nationwide program, which provides greater
incentives to certain of its contractors who choose to grow their
businesses by adding routes. In addition, FedEx Ground offered
special incentives to encourage California-based single-route
contractors to transform their operations into multipie-route busi-
nesses or sell their routes to others. Virtually all California-based
single-route contractors accepted the incentives and completed
the required actions by May 31, 2008. Furthermore, as of May 31,
2008 nearly 0% of ail service areas nationwide are supported by
multiple-route contractors.

FedEx Ground is involved in numerous purported or certified
class-action lawsuits, state tax and other administrative pro-
ceedings and Internal Revenue Service audits that claim the
company’s owner-operators should be treated as employees,
rather than independent contractors. For a description of these
proceedings, see Nate 17 of the accompanying consolidated
financial statements.

FedEx Ground Segment Outlook

We expect the FedEx Ground segment to have continued rev-
enue growth in 2009, led by increased commercial business and
the continued growth of our FedEx Home Delivery service. FedEx
SmartPost volumes are also expected to grow, due to market
share gains and improved service levels. Yields for all services
at FedEx Ground are expected to improve in 2009 as a result of
increases in list prices and fuel surcharges.

FedEx Ground segment operating margin in 2009 is expected to
decrease shghtly due to rising fuel prices and increased pur-
chased transportation costs, despite continued cost containment
initiatives. Purchased transportation costs are expected to
increase in 2009 due to ongoing enhancements to our indepen-
dent contractor model, and higher incentives and rates paid to
our independent contractors. Capital spending is expected to
remain relatively flat in 2009, with the majority of our spending
resulting from our continued comprehensive network expansion
and productivity-enhancing technologies. We are committed to
investing in the FedEx Ground network because of the leng-term
benefits we will experience from these investments.

We will continue to vigorously defend various attacks against our
independent contractor madel and incur ongoing legal costs as a
part of this process. While we believe that FedEx Ground's owner
operators are properly classified as independent contractors, it
is reasonably possible that we could incur a material foss in con-
nection with one or mare of these matters or be required to make
additional changes to our contractor model. However, we do not
believe that any such charges will impair our ability to operate
and profitably grow our FedEx Ground business.

FEDEX FREIGHT SEGMENT

The foliowing table shows revenues, operating expenses, operat-
ing income and operating margin {dollars in millions} and selected
statistics for the years ended May 3%:

Percent Change
2008/ 2007
2008 207" 2006 2007 2006
Revenues $4,934 $4586 $3,645 8 26
Operating expenses: '
Salaries and

employee henefits 2,381 2,250 1,801 6 25
Purchased

transportation 582 465 298 25 56
Rentals and
landing fees 19 12 94 6 19
Depreciation and
amaortization 227 195 120 16 63
Fuel 608 468 3 30 24
Maintenance
and repairs 175 165 120 6 38
Intercompany
charges 81 61 37 33 65
Other 432 407 313 6 30
Total operating
expenses 4605 4123 3,160 12 30
Operatingincome  _  § 329 §463 35 485 (29 ()
Operating margin 6.7% 10.1%  13.3% {340)bp {320}bp
Average daily LTL
shipments
{in thousands} 19.7 78.2 66.7 z 17
Weight per LTL
shipment {Ibs} 1,136 1,130 1,143 1 m

LTL yield (revenue
__per hundredweight) $19.65 $1865 $16.84 5 11

{1) Ineludes the results of FedEx National LTL frem the date of its acquisiiion on September 3, 2006.
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FedEx Freight Segment Revenues

FedEx Freight segment revenues increased 8% during 2008 pri-
martly due to the full-year inclusion of the FedEx National LTL
acquisition. LTL vield increased 5% during 2008, reflecting higher
yields from longer-haul FedEx National LTL shipments, higher fuel
surcharges {despite the rate reduction described below} and the
impact of the January 2008 genera! rate increase. Average daily
LTL shipments grew 2% in 2008, reflecting the full-year inclusion
of FedEx National LTL. During the second half of 2008, average
daily LTL shipments improved sequentially despite the weak U.S.
gconomy and rising fuel costs that limited demand throughout the
entire LTL industry.

FedEx Freight segment revenues increased in 2007 primarily as a
result of the acquisttion of FedEx National LTL. Average daily LTL
shipments (excluding FedEx Natianal LTL) grew slightly in 2007
due to increased demand for our regional and interregional ser-
vices. This growth rate moderated throughout the year, however,
with year-over-year declines in the second half of 2007. LTL yield
growth was due to higher yields from longer-haul FedEx National
LTL shipments, higher rates and favorable contract renewals.

During the first quarter of 2008, FedEx Freight reduced its stan-
dard regional LTL fuel surcharge by 25% and FedEx National LTL
reduced its standard LTL fuel surcharge to levels commensurate
with FedEx Freight. The indexed LTL fuel surcharge is based on
the average of the national U.S. on-highway average prices for
a gallon of diesel fuel, as published by the Department of Energy.
The indexed LTL fuel surcharge ranged as follows for the years
ended May 31:

2008 2007 2006
Low 14.5% 14.0% 12.5%
High 237 212 20.1
Weighted-Average 17.7 17.8 16.3

FedEx Freight Segment Qperating Income
The following table compares operating expenses and operating
income as a percent of revenue for the years ended May 31,

Percent of Revenue

2008 2007 2006
Operating expenses:
Salaries and employee benefits 48.3% 49.1% 49.4%
Purchased transportation 1.8 10.1 8.2
Rentals and landing fees 2.4 24 26
Depreciation and amortization 46 43 33
Fuel 123 10.2 303
Maintenance and repairs 35 36 33
Intercompany charges 16 13 1.0
Other 88 8.9 86
Total operating expenses 933 89.9 86.7
Operating income {margin} _____ 67% ___101% ___133%

FedEx Freight segment operating income and operating margin
decreased substantially in 2008 primarily due to the net impact of
higher fuel costs and the fuel surcharge rate reduction described
above, along with higher purchased transportation costs due to
increased utilization of and rates paid to third-party transportation
providers. Lower variable incentive compensation partially offset
the net impact of these factors on operating income during 2008,

The full-year inclusion of FedEx National LTL in our results
impacted the 2008 comparability of all our operating expenses.
Fuel costs increased 30% during 2008 due to an increase in the
average price per gallon of diesel fuel, which also increased
rates paid to our third-party transportation providers. Fuel sur-
charges were not sufficient to offset incremental fuel costs for
2008, based on a static analysis of the year-over-year changes in
fuel prices compared to changes in fuel surcharges. Purchased
transportation costs increased 25% in 2008 primarily due 10 the
inclusion of FedEx National LTL, which uses a higher propor-
tion of these services, and higher rates paid to our third-party
transportation providers. Including incremental costs from FedEx
National LTL, depreciation expense increased 16% during 2008
due to investments in information technology and equipment
purchased to support ongoing replacement requirements and -
{ong-term volume growth. Intercompany charges increased 33%
during 2008 primarily due to higher allocated marketing and infor-
mation technology costs from FedEx Services.

FedEx Freight segment operating income decreased during 2007
due to operating losses at FedEx National LTL, which resulted
from softening velumes and ongoing expenses to integrate its
network. Along with incremental costs from FedEx National LTL
{including amortization of acquired intangible assets), deprecia-
tion expense increased due to prior-year purchases of vehicles
and other operating equipment to support volume growth.
Purchased transportation increased due 1o higher rates paid
to our third-party transportation providers and the utilization
of third-party providers at FedEx National LTL. While fue! costs
increased in 2007, our fuel surcharge was more than sufficient to
offset the effect of higher fuel costs, based on a static analysis of
the year-over-year changes in fuel prices compared to changes
in the fuel surcharge.

FedEx Freight Segment Qutlook

We expect the FedEx Freight segment to have revenue growth
resulting from market share gains in 2009, despite the contin-
ued contraction of the LTL industry resulting from the weak
U.S. economy and high oil prices. Qur revenue growth in 2009
is expected to approximate revenue growth levels in 2008, We
expect operating income and operating margin growth to be con-
strained in 2009 due to the continued weak U.S. economy and
the increasingly competitive LTL pricing environment. We plan to
continue 10 integrate our LTL businesses in 2009, which will lead
to improved synergies and cost savings. As part of that process,
we plan to close the San Jose, California, office in calendar 2009,
after which the administrative office for FedEx Freight's regional
LTL freight operations will be lecated in Harrison, Arkansas.
No material costs are anticipated in connection with this action.
Capital spending is expected to remain relatively flat in 2009, with
the majority of our spending resulting from investments in rev-
enue equipment and our continued investment in technology to
improve productivity and to meet our customers’ needs.
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FINANCIAL CONDITION

LIQUIDITY

Cash and cash equivalents totaled $1.539 billion at May 31, 2008,
compared to $1.569 billicn at May 31, 2007 and $1.937 billion at
May 31, 2006. The following table provides a summary of our cash
flows for the years ended May 31 (in millions):

2008 2007 2008
Operating activities:
Netincome $1125 $2016  $1,806
Noncash charges and credits 3187 1,988 2,006
Changes in operating assets
and liabilities (828) (441} (136}
Cash provided by
operating activities 3,484 3,563 3,676
Investing activities:
Business acquisitions,
net of cash acquired (4 (1,310} -
Capital expenditures and
other investing activities (2,893) (2.814) {2,454}
Cash used in
investing activities {2,897} {4,124) {2,454}
Financing activities:
Proceeds from debt
issuances - 1,054 -
Principal payments on debt {639} {906) (369}
Dividends paid (123) {110} (97}
Other financing activities 146 155 142
Cash {used in) provided by
financing activities (617} 193 (324)
Net (decrease} increase in cash
..... and cashequivalents ______§ (30} _§ (368) _§ 898

Cash Provided by Operating Activities. Cash flows from operating
activities decreased $79 million in 2008 primarily due to higher
operating costs, particularly fuel and purchased transportation,
partially offset by year-over-year reductions in income tax pay-
ments. Noncash charges and credits increased in 2008 due to the
impairment charges discussed above. Cash flows from operat-
ing activities decreased $113 millian in 2007 primarily due to an
increase in income tax payments of $184 million, partially offset
by increased earnings. During 2008, we made tax-deductible vol-
untary contributions to our principal U.S. domestic pension plans
of $479 million, compared to $482 million during 2007 and $456
million during 2006.

Cash Used in Investing Activities. Capital expenditures during
2008 were 2% higher largely due to planned expenditures for
facility expansion at FedEx Express and FedEx Ground. During
2007, $1.3 billion of cash was used for the FedEx National LTL,
FedEx U.K., DTW Group and other immaterial acquisitions. See
Note 3 of the accompanying consolidated financial statements for
further discussion of these acquisitions. See “Capital Resources™
for a discussion of capital expenditures during 2008 and 2007.

Debt Financing Activities. We have a shelf registration statement
filed with the Securities and Exchange Commission (“SEC") that
allows us to sell, in one or more future offerings, any combination
of our unsecured debt securities and common stock. In August

2006, we issued $1 billion of senior unsecured debt under our
shelf registration statement, comprised of floating-rate notes
totaling $500 million and fixed-rate notes totaling $500 million. The
$500 million in floating-rate notes were repaid in August 2007, The
fixed-rate notes bear interest at an annual rate of 5.5%, payable
semi-annually, and are due in August 2009. The net proceeds were
used for working capital and general corporate purposes, includ-
ing the funding of several business acquisitions during 2007

A $1 billion revolving credit agreement is available to finance
our operations and other cash flow needs and to provide sup-
port for the issuance of commercial paper. Our revolving credit
agreement contains a financial covenant, which requires us to
maintain a leverage ratio of adjusted debt {long-term debt, includ-
ing the current portion of such debt, plus six times rentals and
landing fees) to capital {adjusted debt plus total common stock-
holders’ investment) that does not exceed 0.7 to 1.0. Our leverage
ratio of adjusted debt to capital was 0.5 at May 31, 2008. We are
in compliance with this and all other restrictive covenants of our
revolving credit agreement and do not expect the covenants to
affect our operations. As of May 31, 2008, no commercial paper
was outstanding and the entire $1 billion under the revolving
credit facility was available for future borrowings.

Dividends. Dividends paid were $124 million in 2008, $110 mil-
lion in 2007 and $97 million in 2006. On June 2, 2008, our Board
of Directors declared a dividend of $0.11 per share of commen
stock, an increase of $0.01 per share. The dividend was paid on
July 1, 2008 to stockholders of record as of the close of business
on June 13, 2008. Each quarterly dividend payment is subject to
review and approval by our Board of Directors, and we evaluate
our dividend payment amount on an annual basis at the end of
each fiscal year.

CAPITAL RESOURCES

Our operations are capital intensive, characterized by significant
investments in aircraft, vehicles, technology, facilities, package
handling and sort equipment. The amount and timing of capital
additions depend on various factors, including pre-existing con-
tractual commitments, anticipated volume growth, domestic and
international economic canditions, new or enhanced services,
geographical expansion of services, availability of satisfactory
financing and actions of regulatory authorities.
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The following table compares capital expenditures by asset
category and reportable segment for the years ended May 31
{in millions):

Percent Change

2008/ 2007
2008 2007 006 2007 2006
Aircraft and related
equipment $ 998 $1,07 $1,033  {10) 7
Facilities and sort
equipment 900 674 507 34 3
Vehicles 404 445 113 (9) 8
Information and
technology investments 366 431 394 {19) 9
Other equipment 219 225 1M 24 32
Total capital
..... expenditures ____  $2,947 2882 $2518 2 14
FedEx Express segment  $1,716  $1672 $1,408 3 19
FedEx Ground segment 509 489 187 q -
FedEx Freight segment 266 287 274 (7) 5
FedEx Services segment 455 432 345 5 25
Other 1 2 4 NM NM
Total capital
expenditures $2,947 $2882 $2518 2 14

Capital expenditures during 2008 were slightly higher than the
prior year primarily due to increased spending for facility expan-
sions. FedEx Express capital expenditures increased in 2008
primarily as a result of increased spending on air operations
and sorting facilities, including the construction of our new
regional hub in Greensboro, North Carolina, and the expansion
of our primary sorting facility in Memphis. FedEx Services capital
expenditures increased in 2008 primarily due to increased spend-
ing associated with information technology facility expansions
and the addition of new FedEx Office locations. Capital spending
at FedEx Ground increased in 2008 due to increased spending on
facilities and sort equipment associated with its comprehensive
network expansion plan. Other equipment capital expenditures
increased at FedEx Express during 2008, primarily due to expen-
ditures for ground support equipment replacement, as well
as sort eguipment at our new Asia-Pacific hub in Guangzhou,
China. Capital expenditures increased during 2007 primarily due
to increased spending at FedEx Express for facility expansion and
aircraft and related equipment, and expenditures at FedEx Gffice
associated with its expansion program.

LIQUIDITY OUTLOOK

We believe that our existing cash and cash equivalents, cash
flow from operations, our commercial paper program, revelving
bank credit facility and shelf registration statement with the SEC
are adequate to meet our current and foreseeable future working
capital and capital expenditure needs. In addition, ather forms
of secured financing may be used to obtain capital assets if we
determine that they best suit our needs for the foreseeable future.
We have been successful in obtaining investment capital, both
domestic and international, although the marketplace for such
capital can become restricted depending on a variety of eco-
nomic factors. We believe the capital resources available to us
provide flexibility to access the most efficient markets for financ-
ing capital acquisitions, including aircraft, and are adequate for
our future capital needs.

In February 2008, the Economic Stimulus Act of 2008 (“Act”} was
signed into law. Among other things, this Act provides a 50%
bonus tax depreciation deduction for qualified property acquired
or constructed and placed in service in 2008. We anticipate that
the Act will provide us with a federal income tax deferral in 2009,
reversing in later years. We estimate this deferral will reduce our
2009 federal income tax payments by $50 mitlion to $100 million;
however, the actual amount is subject to the nature and timing
of our capital expenditures in 2009, which may be impacted by
ongoing weak economic conditions.

Our capital expenditures are expected to be less than $3 billion in
2009 and will include spending for aircraft and related equipment
at FedEx Express, facility expansion at FedEx Ground and revenue
equipment at FedEx Freight. We also continue to invest in pro-
ductivity-enhancing technologies. Aircraft-related capital outlays
include the Boeing 757s, the first of which enter revenue service
in 2009 and are 40% more fuel efficient per unit than the aircraft
type they will replace, and the new Boeing 777s, the first of which
enter ravenue service in 2010, These aircraft capital expendi-
tures are necessary to achieve significant long-term operating
savings and to support projected long-term international volume
growth. However, we may temporarily ground certain aircraft due
to excess capacity in the current economic environment.

Due to the weak U.S. economy, during 2008 management teok
actions to reduce future capital commitments by slowing the rate
of expansion for new FedEx Office locations in 2009. We expect
to open approximately 60 new FedEx Office locations in 2009,
This will allow FedEx Office management to continue to focus on
improving core services and the overall customer experience at
existing stores.

We are closely managing our capital spending based on cur-
rent and anticipated volume levels and will defer or limit capital
additions where economically feasible, while continuing to invest
strategically in growing service lines. We currently expect to fund
our 2008 capital requirements with cash from operations.

We have not repurchased any shares in recent years. However,
we currently have the liquidity to repurchase shares and may do
so in the future. A total of 5.75 million shares remain under exist-
ing share repurchase authorizations.

We have a senior unsecured debt credit rating from Standard
& Poor's of BBB and a commercial paper rating of A-2. Moody's
Investars Service has assigned us a senior unsecured deht credit
rating of BaaZ and a commercial paper rating of P-2. Moody's and
Standard & Poor’s characterize our ratings outlook as “stable.”
if our credit ratings drop, our interest expense may increase. If
our commercial paper ratings drop below current levels, we may
have difficulty utilizing the commercial paper market. If our senior
unsecured debt ratings drop below investment grade, our access
to financing may become limited.

In 2009, scheduled debt payments include $502 million of principal
payments on unsecured notes and capitalized leases.
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CONTRACTUAL CASH OBLIGATIONS

The following table sets forth a summary of our contractual cash obligations as of May 31, 2008. Certain of these contractual obligations
are reflected in our balance sheet, while others are disclosed as future obligations under accounting principles generally accepied in
the United States. Except for the current portion of long-term deht and capital lease obligations, this table does not include amounts
already recorded in our balance sheet as current liabilities at May 31, 2008. Accordingly, this table is not meant to represent a forecast

of our total cash expenditures for any of the periods presented.

Payments Ous by Fiscal Year

{in millions} 2009 2010 201 2012 013 Thereafter Total
Operating activities:
Operating leases $1,803 $1,647 $1,482 $1,332 $1208 $8338 $15,810
Non-capital purchase obligations and other® 342 127 61 56 33 134 753
Interest on long-term debt 10 79 65 47 20 1,534 1,855
Investing activities:
Aircraft and aircraft-related capital commitments ™ 1,143 1,051 674 N - - 2899
Other capital purchase obligations!" 219 - - - - - 219
Finrancing activities;
Debt 500 499 250 - 300 239 1,788
Capita! lease obligations™® 13 97 8 8 119 18 263
Total $4,130 $3,500 $2,510 51,474 $1680 $10,263 $23,587

(1) See Ncte 16 to the accompanying consolidated financial statements.
(2] Capital fease ebligations represent principal and interast payments.

We have certain contingent liabilities that are not accrued in our
balance sheet in accordance with accounting principles generally
accepted in the United States. These contingent liabilities are not
included in the table above. In addition, we have histarically made
voluntary tax-deductible cantributions to our principal U.S. domes-
tic pension pfans; however, such amounts have not been legally
required and therefore are not reflected in the table above.

We have other fong-term liabilities reflected in our balance
sheet, including deferred income taxes, qualified and nonquali-
fied pension and postretirement healthcare liabilities and other
self-insurance accruals. The payment obligations associated
with these liabilities are not reflected in the table above due to
the absence of scheduled maturities. Therefore, the timing of
these payments cannot be determined, except for amounts esti-
mated to be payable within twelve months that are included in
current liabilities.

Operating Activities

In accordance with accounting principles generally accepted in
the United States, our operating leases are not recorded in aur
balance sheet. Credit rating agencies routinely use information
concerning minimum lease payments required for our operating
leases to calculate our debt capacity. The amounts reflected in
the table above for operating leases represent future mimimum
lease payments under noncancelable operating leases (princi-
pally aircraft and facilities) with an initial or remaining term in
excess of one year at May 31, 2008. In the past, we financed a
significant portion of our aircraft needs (and certain other equip-
ment needs) using operating leases {a type of “off-balance sheet
financing”}). At the time the decision to lease was made, we
determined that these operating leases would provide economic
benefits favorable to ownership with respect to market values,
liquidity or after-tax cash flows.

The amounts reflected in the table above for purchase obliga-
tions represent noncancelable agreements to purchase goods
or services that are not capital related. Such contracts include
those for printing and advertising and promotions contracts.
Open purchase orders that are cancelable are not considered
unconditional purchase obligations for financial reporting pur-
poses and are not included in the table above. Such purchase
orders often represent authorizations to purchase rather than
binding agreements.

Included in the preceding table within the caption entitied “Non-
capital purchase obligations and ather” is our estimate of the
current portion of the liability for uncertain tax pesitions under
FIN 48. We cannot reasonably estimate the timing of the long-
term payments or the amount by which the liability will increase
or decrease over time; therefore, the long-term portion of the
liability {($80 million) is excluded from the preceding table. See
Note 11 of the accompanying consalidated financial statements
for further information.

The amounts reflected in the table above for interest on long-term
debt represent future interest payments due on our long-term
debt, all of which are fixed rate.

Investing Activities

The amounts reflected in the table above for capital purchase
obligations represent noncancelable agreements to purchase
capital-related equipment. Such contracts include those for
certain purchases of aircraft, aircraft modifications, vehicles,
facilities, computers and other equipment contracts. In addition,
we have committed to modify our DC1C aircraft for two-man
cockpit configuration, which is reflected in the table above.
Commitments to purchase aircraft in passenger configuration
do not include the attendant costs to modify these aircraft for
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cargo transport unless we have entered into a noncancelable
commitment. Open purchase orders that are cancelable are
not considered unconditional purchase obligations for finan-
cial reporting purposes and are not included in the table above.
Such purchase orders often represent authorizations to purchase
rather than binding agreements.

Financing Activities

We have certain financial instruments representing potential
commitments, not reflected in the table above, that were incurred
in the normal course of business to support our operations,
including surety bonds and standby letters of credit. These instru-
ments are generally required under certain U.S. self-insurance
programs and are also used in the normal course of international
operations. The underlying liabilities insured by these instruments
are reflected in our balance sheets, where applicable. Therefore,
no additional liability is reflected for the surety bonds and letters
of credit themselves.

CRITICAL ACCOUNTING ESTIMATES

The preparation of financial statements in accordance with
accounting principles generally accepted in the United States
requires management to make significant judgments and esti-
mates to develop amounts reflected and disclosed in the financial
statements. In many cases, there are alternative policies or esti-
mation techniques that could be used. We maintain a thorough
process to review the application of gur accounting policies
and to evaluate the appropriateness of the many estimates that
are required to prepare the financial statements of a complex,
global corporation. However, even under optimal circumstances,
estimates routinely require adjustment based on changing cir-
cumstances and new or better information.

The estimates discussed below include the financial statement
elements that are either the most judgmental or involve the selec-
tion or application of alternative accounting policies and are
material to our financial statements. Management has discussed
the development and selection of these critical acceunting esti-
mates with the Audit Committee of our Board of Directors and
with our independent registered public accounting firm.

RETIREMENT PLANS

Overview. We sponsor programs that provide retirement ben-
efits to most of our employees. These programs include defined
benefit pension plans, defined contributien plans and retiree
healthcare plans. The accounting for pension and healthcare
plans includes numerous assumptions, such as: discount rates;
expected long-term investment returns on plan assets; future sal-
ary increases; employee turnover; mortality; and retirement ages.
These assumptions most significantly impact our U.S. domestic
pension plans.

A summary of our retirement plans costs over the past three
years is as follows {in milligns):

2008 2007 2006
U.S. domestic and international
pansion plans $323 $467 5425
U.S. domestic and international
defined contribution plans 216 176 167
Paostretirement healthcare plans 17 58 13
$616 3698 $665

The determination of our annual retirement plans cost is highly
sensitive to changes in the assumptions discussed above
because we have a large active workforce, a significant amount
of assets in the pension plans, and the payout of benefits will
occur over an extended period in the future. Total retirement
plans cost decreased $82 million in 2008, and increased $33 mil-
lion in 2007 and $83 million in 2006, primarily due to plan changes
in 2008 and changes to these assumptions in 2007 and 2006.

In 2007, we announced changes to significantly redesign cer-
tain of our retirement programs. Effective January 1, 2008, we
increased the annual company matching contribution under the
largest of our 401{k) plans covering most employees from $500
to a maximum of 3.5% of eligible compensation. Employees not
participating in the 401{k} plan as of January 1, 2008 were auto-
matically enrolled at 3% of eligible pay with a company match
of 2% of eligible pay effective March 1, 2008. The full cast of
this benefit improvement will accelerate over the next few years.
Effective May 31, 2008, benefits previously accrued under our
primary pension plans using a traditional pension benefit formula
were capped for most employees, and those benefits will be
payable beginning at retirement. Beginning June 1, 2008, future
pension benefits for most employees will be accrued under a
cash balance farmula we call the Portable Pension Account.
These changes will not affect the benefits of current retirees
and terminated vested participants. In addition, these pension
plans were modified to accelerate vesting from five years to
three years effective June 1, 2008 for most participants.

Under the Portable Pension Account, the retirement benefit is
expressed as a dollar amount in a notional account that grows
with annual credits based on pay, age and years of credited ser-
vice, and interest on the notional account balance. An employee’s
pay credits are determined each year under a graded formula
that cambines age with years of service for points. The plan inter-
est credit rate will vary from year to year based on the selected
U.S. Treasury index, with a minimum rate of 4% or the one-year
Treasury Constant Maturities rate plus 1% and a maximum rate
based on the average 30-year Treasury rate.

Retirement plans cost in 2009 is expected to be approximately
$567 million, a decrease from 2008. We anticipate that the full-
year impact of the enhanced 401(k} match described above will
be offset by a decline in pension and retiree medical expense due
to a significantly higher discount rate. We continue to expect the
long-term costs of our retirement plans to approximate those prior
to the recent plan changes. However, we expect that the costs of
our retirement plans will become mare predictable as we reduce
highly volatile pension costs in favor of more predictable 401{k)
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~ costs associated with our matching contributions. Retirement
plans cost is included in the “Salaries and Employee Benefits”
caption in our consolidated income statements.

Pension Cost. Of all of our retirement plans, our largest qualified
U.S. domestic pension plan is the mast significant and subjec-
tive. The components of pension cost for all pension plans are
as follows (in millions);

2008 2007 2006
Service cost $518 $540 $473
Interest cost 120 707 642
Expected return on plan assets {985) (930) {811)

Recognized actuarial losses
and other 70 150 121
$323 3467 $425

Following is a discussion of the key estimates we consider in
determining our pension costs:

Discount Rate. This is the interest rate used to discount the esti-
mated future benefit payments that have been accrued to date
(the projected benefit abligation, or PBO) to their net present
value and to determine the succeeding year's pension expense,
The discount rate is determined each year at the plan measure-
ment date. For 2008, our measurement date for determination of
our PBO was February 29, 2008, and our assumptions incorpo-
rated a discount rate of 6.96%. As described previousiy in this
MD&A, due to our measurement date transition under SFAS 158,
our measurement date for 2009 expense was June 1, 2008, and our
assumptions incarporated a discount rate of 7.15%. Anincrease in
the discount rate decreases pension expense. This assumption is
highly sensitive, as the following table illustrates with our largest
qualified U.S. domestic pension plan:

Discount Sensitivity [in millions}™
Rate'®  Expense PBO
2009 {expense) 7.15% $17 nfa
2008 6.96% 21 $16
2007 6.01% 25 19
2006 591% ra 21

(1] The discount rate in effect at the end of @ given fiscal year affects the current year's PBQ
and the succeeding year's pension expense, except for 2008 which was affacted by our
measurement date transition. The 2009 expense sensitivity is driven by the 7.15% discount
rate determined at the June 1, 2008 measurement date.

(2) Sensitivities show the impact an axpensa and the PBO of a one-basis-point change in the
discount rate.

We determine the discount rate (which is required to be the
rate at which the projected benefit obligation could be effec-
tively settled as of the measurement date) with the assistance
of actuaries, who calculate the yield on a theoretical portfolio
of high-grade corporate bonds (rated Aa or better) with cash
flows that generally match our expected benefit payments in
future years. This bond modeling technique allows for the use of
non-callable and make-whele bonds that meet certain screen-
ing criteria 1o ensure that the selected bonds with a call feature
have a low probability of being called. To the extent scheduled
bond proceeds exceed the estimated benefit payments in a given
period, the yield calculation assumes those excess proceeds are
reinvested at the one-year forward rates implied by the Citigroup
Pension Discount Curve. Pension costs for our primary domestic

pensign plan were favorably affected in 2008 by approximately
$27 million due to the slight increase in the discount rate. The
previous trend of declines in the discount rate negatively affected
our primary domestic pension plan expense by $89 million in 2007
and $101 million in 2006. Pension costs will be favarably affected
in 2009 by approximately $225 million due to the increase in the
discount rate driven by higher interest rates in the bond market
year gver year.

Pian Assets. Pension plan assets are invested primarily in listed
securities. Qur pension plans hold only a minimal investment in
FedEx common stock that is entirely at the discretion of third-
party pension fund investment managers. The estimated average
rate of return on plan assets is a long-term, forward-feoking
assumption that also materially affects our pension cost. It is
required to be the expected future long-term rate of earnings on
plan assets. At February 29, 2008, with approximately $11.7 billion
of plan assets in our domestic plans, a ene-basis-point change in
this assumgtion for our domestic pension plans affects pension
cost by approximately $1.2 million. We have assumed an 8.5%
compound geometric long-term rate of return on our principal
U.S. domestic pension plan assets for 2009, unchanged from 2008
as discussed above.

Establishing the expected future rate of investment return on our
pension assets is a judgmental matter. Management considers
the following factors in determining this assumption:

» the duration of our pension plan liabilities, which drives the
investment strategy we can employ with our pension plan
assets;

« the types of investment classes in which we invest our pension
plan assets and the expected compound geometric return we
can reasonably expect those investment classes to earn over
the next 10- to 15-year time period (or such other time period
that may be appropriate}; and

= the investment returns we can reasonably expect our active
investment management program to achieve in excess of the
returns we could expect if investments were made strictly in
indexed funds.

We review the expected long-term rate of return on an annual
basis and revise it as appropriate. As part of our strategy to
manage future pension costs and net funded status volatility, we
are also in the process of reevaluating our pension investment
strategy. We are currently evaluating the mix of investments
between equities and fixed income securities, the cash flows of
which will more closely align with the cash fiows of our pension
obligations.

To support our conclusions, we periodically commission asset/
liability studies performed by third-party professional investment
advisors and actuaries to assist us in our reviews. These studies
project our estimated future pension payments and evaluate the
efficiency of the allocation of our pension plan assets into various
investment categories. These studies also generate probability-
adjusted expected future returns on those assets. The following
table summarizes our current asset allocation strategy {dollars
in millions);
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Plan Assets at Measurement Date

2008 2007
Asset Class Actual Actual Target Actual Actual Target
Domestic equities $ 5694 49% 53% § 5,897 52% 53%
International equities 243 YA 17 2413 21 17
Private equities 406 4 5 314 3 5
Total equities 8,581 74 75 8.624 16 75
Long duration fixed income securities 1,778 15 15 1,627 15 18
Other fixed income securities 1,302 1 10 1,049 9 10
$11,661 100% 100% $11,300 100% 100%

The actual historical return on our U.S. pension plan assets, calcu-
lated on a compound geometric basis, was 4%, net of investment
manager fees, for the 15-year period ended February 29, 2008.

Pension expense is also affected by the accounting policy used
to determine the value of plan assets at the measurement date.
We use a calculated-value method to determine the value of plan
assets, which helps mitigate short-term volatility in market per-
formance {both increases and decreases}. Another method used
in practice applies the market value of plan assets at the mea-
surement date. The application of the calculated-value methed
equaled the result from applying the market-value method for
2006 through 2008.

Salary Increases. The assumed future increase in salaries
and wages is also a key estimate in determining pension cost.
Generally, we correlate changes in estimated future salary
increases to changes in the discount rate (since thatis an indica-
tor of general inflation and cost of living adjustments} and general
astimated levels of profitability (since most incentive compen-
sation is a component of pensionable wages), Qur average
future salary increases based on age and years of service were
4.47% for 2008, 3.46% for 2007 and 3.15% for 2006. Future salary
increases are estimated to be 4.49% for our 2009 pension costs.
in the future, a one-basis-paint across-the-board change in the
rate of estimated future salary increases will have an immaterial
impact on our pension costs.

Following is information concerning the funded status of our
pension plans as of May 31 {in.millions):

2008 2007
Funded Status of Plans:
Projected benefit obligation (PB(O) $11.617  $12,209
Fair value of plan assets 11,879 11,508
Funded status of the plans 262 (703}
Employer contributions after measurement date 15 22
Netamountrecognized _________ ______________ $.211 3 (88}
Components of Amounts included in Balance Sheets:
Noncurrent pension assets $ 827 § 1

Current pension and other benefit obligations {32 (24}

Noncurrent pension and other benefit obligations  (518) (658)
Net amountrecognized | ... $..21m _§_ (68
Cash Amounts:

Cash contributions during the year $ 548 § 54
Benefit payments during theyear $..318 8 26

The funded status of the plans reflects a snapshot of the state of
our long-term pension liahilities at the plan measurement date.
Our plans remain adequately funded to provide benefits to our
emplayees as they come due and current benefit payments are
nominal compared to our total plan assets (benefit payments for
2008 were approximately 2.7% of plan assets). As described pre-
viously in this MD&A, the adoption of SFAS 158 in 2007 resulted
in a $982 million charge to shareholders’ equity in accumulated
other comprehensive income to recognize the funded status of
the PBO. SFAS 158 also requires immediate recognition of actu-
arial gains and losses in accumulated other comprehensive
income even though such items continue te be deferred for the
determination of pension expense. The funded status of our plans
improved substantially in 2008 due primarily to an increase in the
discount rate used to measure plan liabilities and to voluntary

funding of those plans.

We made tax-deductible voluntary contributions of $479 million in
2008 and $482 million in 2007 to our qualified U.S. domestic pen-
sion plans. We currently expect to make tax-deductible voluntary
contributions to our qualified plans in 2009 at levels approximat-

ing those in 2008,

Cumulative unrecognized actuarial losses for pension plans
expense determination were approximately $2.5 billion through
February 29, 2008, compared to $3.3 billion at February 28,
2007. These unrecognized losses primarily reflect the declin-
ing discount rate from 2002 through 2006 and other changes in
assumptions. A portion is also attributable to the differences
between expected and actual asset returns, which are being
amortized over future periods. These unrecognized losses may
be recovered in future periods through actuarial gains. However,
unless they are below a corridor amount, these unrecognized
actuarial losses are required to be amortized and recognized in
future periods. For example, projected U.S. domestic plan pen-
sion expense for 2009 includes $44 million of amortization of these
actuarial losses versus $162 million in 2008, $136 million in 2007

and $107 million in 2006.

SELF-INSURANCE ACCRUALS

We are self-insured up to certain limits for costs associated with
workers' compensation claims, vehicte accidents and general
business liabilities, and benefits paid under employee healthcare
and long-term disability programs. At May 31, 2008, there were
approximately $1.4 billion of self-insurance accruals reflected in
our balance sheet ($1.3 billion at May 31, 2007). Approximately
41% of these accruats were classified as current liabilities in

both 2008 and 2007.




MANAGEMENT'S DISCUSSION AND ANALYSIS

The measurement of these costs requires the consideration of
historical cost experience, judgments about the present and
expected levels of cost per claim and retention levels. We
account for these costs primarily through actuarial methods,
which develop estimates of the undiscounted liability for claims
incurred, including those claims incurred but not reported, on
a quarterly basis for material accruals. These methods provide
estimates of future uitimate claim costs based on claims incurred
as of the balance sheet date. These estimates include consider-
ation of factors such as severity of claim, frequency of claims,
and costs associated with claims, such as projecting future
healthcare costs. We self-insure up to certain limits that vary
by operating company and type of risk. Periodically, we evalu-
ate the level of insurance coverage and adjust insurance levels
based on risk toterance and premium expense. Historically, it has
been infrequent that incurred claims exceeded our self-insured
limits. Other acceptable methods of accounting for these accru-
als include measurement of claims outstanding and projected
payments based on historical development factors.

We believe the use of actuarial methods to account for these lia-
bilities provides a consistent and effective way to measure these
highly judgmental accruals. However, the use of any estimation
technique in this area is inherently sensitive given the magni-
tude of claims invalved and the length of time until the ultimate
cost is known. We believe our recorded obligations for these
expenses are consistently measured on a conservative basis.
Nevertheless, changes in healthcare costs, accident frequency
and severity, insurance retention levels and other factors can
materially affect the estimates for these liahilities.

LONG-LIVED ASSETS

Property and Equipment. Qur key businesses are capital inten-
sive, with approximately 53% of our total assets invested in our
transportation and information systems infrastructures. We
capitalize only those costs that meet the definition of capital
assets under accounting standards. Accordingly, repair and
maintenance costs that do not extend the useful life of an asset
or are not part of the cost of acquiring the asset are expensed
as incurred. However, consistent with industry practice, we capi-
talize certain aircraft-retated major maintenance costs on one
of our aircraft fleet types and amortize these costs over their
estimated service lives.

The depreciation or amertization of our capital assets over their
estimated useful lives, and the determination of any salvage
values, requires management te make judgments about future
evants. Because we utilize many of our capital assets over
relatively long periods (the majority of aircraft costs are depre-
ciated over 15 to 18 years), we periodically evaluate whether
adjustments to our estimated service lives or salvage values are
necessary to ensure these estimates properly match the eco-
nomic use of the asset. This evaluation may result in changes in
the estimated lives and residual values used to depreciate our
aircraft and other equipment. These estimates affect the amount
of depreciation expense recognized in a period and, ultimately,
the gain or loss on the disposal of the asset. Changes in the esti-
mated lives of assets will result in an increase or decrease in the
amount of depreciation recognized in future periods and could

have a material impact on our results of perations. Historically,
gains and losses on operating equipment have not been material
{typically less than $15 milion annually). However, such amounts
may differ materially in the future due to changes in business lev-
els, technological obsolescence, accident frequency, regulatory
changes and other factors beyond our control.

Because of the lengthy lead times for aircraft manufacture and
madifications, we must anticipate volume levels and plan our
fleet requirements years in advance, and make commitments for
aircraft based on those projections. Furthermare, the timing and
availability of certain used aircraft types {particulariy those with
better fuei efficiency) may create limited opportunities to acquire
these aircraft at favorable prices in advance of our capacity
needs. These activities create risks that asset capacity may
exceed demand and that an impairment of our assets may occur.
In addition, the soft U.S. economy will result in our temporarily
grounding certain aircraftin 2009, although we intend to continue
to use these aircraft in our network. Aircraft purchases (primarily
aircraft in passenger configuration) that have not been placed in
service totaled approximately 3150 miliion at May 31, 2008 and
$71 million at May 31, 2007. We plan to modify these assets in the
future to place them into operation.

The accounting test for whether an asset held for use is impaired
involves first comparing the carrying value of the asset with its
estimated future undiscounted cash flows. If the cash flows do
not exceed the carrying value, the asset must be adjusted to its
current fair value. Because the cash flows of our transportation
networks cannot be identified to individual assets, and based on
the ongoing profitability of our operations, we have not experi-
enced any significant impairment of assets to be held and used.
However, from time to time we make decisions to remove certain
long-lived assets from service based on projections of reduced
capacity needs or lower operating costs of newer aircraft types,
and those decisions may result in an impairment charge. Assets
held for disposal must be adjusted to their estimated fair values
when the decision is made to dispose of the asset and certain
other criteria are met. The fair value determinations for such air-
craft may require management estimates, as there may not be
active markets for some of these aircraft. Such estimates are
subject ta changes from period to period. There were no mate-
rial property and equipment impairment charges recognized in
2008, 2007 or 2006.

Leases. We utilize operating leases to finance certain of our
aircraft, facilities and equipment. Such arrangements typically
shift the risk of loss on the residual value of the assets at the end
of the lease period to the lessor. As disclosed in “Contractual
Cash Obligations” and Note 7 to the accompanying consolidated
financial statements, at May 31, 2008 we had approximately
$16 hillion {on an undiscounted basis) of future commitments for
payments under operating leases. The weighted-average remain-
ing lease term of all operating leases outstanding at May 31, 2008
was approximately seven years.

The future commitments for operating leases are not reflected
as a liability in our balance sheet because these leases do not
meet the accounting definition of capital leases. The determi-
nation of whether a lease is accounted for as a capital lease
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or an operating lease requires management to make estimates
primarily about the fair value of the asset and its estimated eco-
nomic useful life. In addition, our evaluation includes ensuring
we properly account for build-to-suit lease arrangements and
making judgments about whether various forms of lessee involve-
ment during the construction period make the lessee an agent
for the owner-lessor or, in substance, the owner of the asset
during the construction period. We believe we have well-defined
and controlled processes for making these evaluations, including
obtaining third-party appraisals for material transactions to assist
us in making these evaluations.

Goodwill. We have approximately $3.2 billion of goodwill in our
balance sheet from our acquisitions, representing the excess
of cost over the fair value of the net assets we have acquired.
Several factors give rise to goodwill in our acquisitions, such as
the expected benefit from synergies of the combination and the
existing workforce of the acquired entity.

FedEx Office Goodwill. During 2008, we made several strate-
gic decisions regarding FedEx Office. During the first quarter
of 2008, FedEx Office was rearganized as a part of the FedEx
Services segment. FedEx Office provides retail access to our
customers for our package transportation businesses and an
array of document and business services. FedEx Services pro-
vides access to customers through digital channels such as
fedex.com. Under FedEx Services, FedEx Office benefits from
the full range of resources and expertise of FedEx Services to
continue to enhance the customer experience, provide greater,
more convenient access to the portfolio of services at FedEx,
and increase revenues through our retail network. This reorga-
nization resulted in our ceasing to treat FedEx Dffice as a core
operating company; however, FedEx Office remains a reporting
unit for goodwill impairment testing purposes.

During the fourth quarter of 2008, several developments and stra-
tegic decisions occurred at FedEx Office, including:

* reorganizing senior management at FedEx Office with several
positions terminated and numerous reporting realignments,
including naming a new president and CED:;

= determining that we would minimize the use of the Kinko's trade
name over the next several years;

« implementing revenue growth and cost management plans to
improve financial performance; and

+pursuing a more disciplined approach to the leng-term
expansion of the retail network, reducing the overall tevel of
expansion.

We performed our annual impairment testing in the fourth quar-
ter for the Kinko's trade name and the recorded goodwill for the
FedEx Office reporting unit. In accordance with the accounting
rules, the trade name impairment test was performed before the
goodwill impairment test.

In accordance with SFAS 142, “Goodwill and Other Intangible
Assets,” a two-step impairment test is performed on goodwill.
In the first step, we compared the estimated fair value of the
reporting unit to its carrying value. The valuation methodology
to estimate the fair value of the FedEx Office reporting unit was

based primarily on an income approach that considered market
participant assumptions to estimate fair value. Key assumptions
considered were the revenue and operating income farecast, the
assessed growth rate in the periods beyond the detailed forecast
period, and the discount rate.

In performing our impairment test, the most significant assump-
tion used to estimate the fair value of the FedEx Office reporting
unit was the discount rate. We used a discount rate of 12.5%,
representing the estimated weighted-average cost of capital
{WACC) of the FedEx Office reporting unit. The development of
the WACE used in our estimate of fair value considered the fol-
lowing key factors:

* benchmark capital structures for guideline companies with
characteristics simiiar to the FedEx Qffice reporting unit;

» current market conditions for the risk-free interast rate;
* the size and industry of the FedEx Office reporting unit; and

« risks related to the forecast of future revenues and profitability
of the FedEx Office reporting unit.

The WACC used in the estimate of fair value in future periods may
be impacted by changes in market conditions {including those of
market participants), as well as the specific future performance
of the FedEx Office reporting unit and are subject to change,
based on changes in specific facts and circumstances.

In the second step of the impairment test, we estimated the
current fair values of all assets and liabilities to determine
the amount of implied goodwill and consequently the amount of
the goodwill impairment. Upon completion of the second step
of the impairment test, we concluded that the recorded goadwill
was impaired and recorded an impairment charge of $367 million
during the fourth quarter of 2008, Significant judgments included
in the secand step of the impairment test included fair value
estimates of assets and liabilities, the aggregate effect of which
increased the impairment charge to goodwill by approximately
$90 million. The goodwill impairment charge is included in aper-
ating expenses in the accompanying consclidated statements
of income. This charge is included in the results of the FedEx
Services segment and was not allocated to our transportation
segments, as the charge was unrelated to the core performance
of these businesses.

Other Reporting Units Goodwill, Our annual evaluation of goadwill
impairment requires the use of estimates and assumptions to
determine the fair value of our reporting units using an income
approach incarporating market participant considerations and
management’s assumptions on revenue growth rates, operat-
ing margins, discount rates and expected capital expenditures.
Estimates used by management can significantly affect the
outcome of the impairment test. Each year, independent of our
goodwill impairment test, we update our WACC calculation and
perform a long-range planning analysis to project expected
results of operations. Using this data, we complete a separate
fair value analysis for each of our reporting units. Changes in
forecasted operations and other assumptions could materially
affect these estimates. We compare the fair value of our report-
ing units to the carrying value, including goodwill, of each of
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those units. We performed our annual impairment tests in the
fourth quarter of 2008. Because the fair value of each of our other
reporting units exceeded its carrying value, including goodwiill,
no additional testing or impairment charge was necessary.

Intangible Asset with an Indefinite Life. We have an intangible
asset associated with the Kinko's trade name. Prior ta 2008, this
intangible asset was not amortized because it had an indefinite
remaining useful life. Prior to the fourth quarter of 2008, our intent
was to continue to use the Kinko's trade name indefinitely. During
the fourth quarter, we made the decisicn to change the name of
FedEx Kinko's to FedEx Office and rebrand our retail locations
aver the next several years. We believe the FedEx Office name
better describes the wide range of services available at our retail
centers and takes full advantage of the FedEx brand. This change
converted this asset to a finite life asset and resulted in an impair-
ment charge of $515 million. We estimated the fair value of this
intangible asset based on an income approach using the relief-
from-royalty method. This approach is dependent on a number of
factors, including estimates of future growth and trends, royalty
rates in the category of intellectual property, discount rates and
other variables. We base our fair value estimates on assumptions
we believe to be reasonable, but which are unpredictable and
inherently uncertain.

The 8515 million impairment charge resulted in a remaining
trade name balance of $562 million, which we began amortizing
in the fourth quarter on an accelerated basis over the next four
years. The trade name impairment charge is included in oper-
ating expenses in the accompanying consolidated statements
of income. The charge is included in the results of the FedEx
Services segment and was not allocated to our transportation
seqments, as the charge was unrelated to the core performance
of these businesses.

CONTINGENCIES

We are subject to various loss contingencies, including tax
proceedings and litigation, in connection with our operations.
Contingent liabilities are difficult to measure, as their measure-
ment is subject to multiple factors that are not easily predicted
or projected. Further, additional complexity in measuring these
liabilities arises due to the various jurisdictions in which these
matters occur, which makes our ability to predict their outcome
highly uncertain. Mareover, different accounting rules must be
employed to account for these items based on the nature of the
contingency. Accordingly, significant management judgment is
required to assess these matters and to make determinations
about the measurement of a liability, if any. Qur material pending
loss contingencies are described in Note 17 to our consolidated
financiai statements. In the opinion of management, the aggre-
gate liability, if any, of individual matters or groups of matters not
specifically described in Note 17 is not expected to be material
to our financial position, results of operations or cash flows. The
following describes our method and associated processes for
evaluating these matters.

Tax Gontingencies

We are subject to income and operating tax rules of the United
States, and its states and municipalities, and of the foreign juris-
dictions in which we operate. Significant judgment is required in
determining income tax provisions, as well as deferred tax asset
and liability balances, due to the complexity of these rules and
their interaction with one another. We account forincome taxes
under SFAS 109, “Accounting for Income Taxes,” by recording
both current taxes payable and deferred tax assets and liabili-
ties. Our provision for income taxes is based on domestic and
international statutory income tax rates in the jurisdictions in
which we operate, applied to taxable income, reduced by appli-
cable tax credits.

We account for operating taxes based on multi-state and local
taxing jurisdiction rules in those areas in which we operate.
Provisions for operating taxes are estimated based upon these
rules, asset acquisitions and disposals, historical spend and
other variables. These provisions are consistently evaluated for
reasonableness against compliance and risk factors.

Tax contingencies arise from uncertainty in the application of
tax rules throughout the many jurisdictions in which we oper-
ate. These tax contingencies are impacted by several factors,
including tax audits, appeals, litigation, changes in tax laws and
other rules and their interpretations, and changes in our busi-
ness, among other things, in the various federal, state, local
and foreign tax jurisdictions in which we operate. We regularly
assess the potential impact of these factors far the current and
prior years to determine the adequacy of our tax provisions.
We continually evaluate the likelihood and amount of potential
adjustments and adjust our tax paositions, including the current
and deferred tax liabilities, in the period in which the facts that
give rise to a revision become known. In addition, management
considers the advice of third parties in making conclusions
regarding tax consequences.

Effective June 1, 2007, we began to measure and record income
tax contingency accruals in accordance with FIN 48. The cumula-
tive effect of adopting FIN 48 was immaterial.

Under FIN 48, we recognize liabilities for uncertain income tax
positions based on a two-step process. The first step is to evalu-
ate the tax position for recognition by determining if the weight
of available evidence indicates that it is more likely than not that
the position will be sustained on audit, including resolution of
related appeals or litigation processes, if any. The second step
requires us to estimate and measure the tax benefit as the largest
amount that is more than 50% likely to be realized upon ultimate
settlement. It is inherently difficult and subjective to estimate
such amounts, as we must determine the probability of various
possible outcomes. We reevaluate these uncertain tax positions
on a quarterly basis or when new information becomes avail-
able to management. These reevaluations are based on factors
including, but not limited to, changes in facts or circumstances,
changes in tax law, successfully settled issues under audit and
new audit activity. Such a change in recognition or measurement
could resuit in the recognition of a tax benefit or an increase to
the related provision.

47



18

FEDEX CORPORATION

We classify interest related to income tax liabilities as interest
expense, and if applicable, penalties are recognized as a com-
ponent of income tax expense. The incame tax liabilities and
accrued interest and penalties that are due within one year of
the balance sheet date are presented as current liabilities. The
remaining portion of our income tax liabilities and accrued inter-
est and penalties are presented as noncurrent liabilities. These
noncurrent income tax liabilities are recorded in the caption
“Other liabilities” in gur consolidated balance sheets.

We measure and record aperating tax contingency accruals in
accordance with SFAS 5, “Accounting for Contingencies.” As
discussed below, SFAS 5 requires an accrual of estimated loss
from a contingency, such as a tax or other legal proceeding or
claim, when it is probable that a loss will be incurred and the
amount of the loss can be reasonably estimated.

Other Contingencies

Because of the complex environment in which we operate, we
are subject to other {egal proceedings and claims, including
thase relating to general commercial mattars, employment-
related ciaims and FedEx Ground's owner-operators. We account
for these contingencies in accardance with SFAS 5. SFAS 5
requires an accrual of estimated loss from a contingency, such
as a tax or other legal proceeding or ¢laim, when it is probable
{i.e., the future event or events are likely to occur) that a loss will
be incurred and the amount of the loss can be reasonably esti-
mated. SFAS 5 requires disclosure of a loss contingency matter
when, in management’s judgment, a material loss is reasonably
possible or probable of occurring.

Our legal department maintains thorough processes to identify,
evaluate and monitor the status of litigation and other loss con-
tingencies as they arise and develop. Management has regular
litigation and contingency reviews, inctuding updates from
internal and external tounse), 1o assess the need for account-
ing recognition of a foss or disclosure of these contingencies. In
determining whether a loss should be accrued or a loss contin-
gency disclosed, we evaluate, among other factaors, the degree
of probability of an unfavoratile outcome or settlement and the
ability to make a reasonable estimate of the amount of loss.
Events may arise that were not anticipated and the outcome of a
contingency may resuit in a loss to us that differs materially from
our previously estimated liability.

MARKET RISK SENSITIVE
INSTRUMENTS AND POSITIONS

INTEREST RATES

While we currently have market risk sensitive instruments related
to interest rates, we have no significant exposure to changing
interest rates on our long-term debt because the interest rates
are fixed on all of our long-term debt. As disclosed in Note 6 to
the accompanying consolidated financial statements, we had out-
standing fixed-rate, long-term debt (exclusive of capital leases)
with an estimated fair value of $1.9 billion at May 31, 2008 and
$2.4 billion at May 31, 2007. Market risk for fixed-rate, long-term
debt is estimated as the potential decrease in fair value resulting
from a hypothetical 10% increase in interest rates and amounts
to approximately $27 million as of May 31, 2008 and $36 million as
of May 31, 2007. The underlying fair values of our long-term debt
were estimated based on quoted market prices or on the current
rates offered for debt with similar terms and maturities.

FOREIGN CURRENCY

While we are a global provider of transportation, e-commerce
and business services, the substantial majarity of our transac-
tions are denominated in U.S. dollars. The distribution of our
foreign currency denominated transactions is such that foreign
currency declines in some areas of the world are often offsst
by currency gains in ather areas of the world. The principal
foreign currency exchange rate risks to which we are exposed
are in the Chinese yuan, euro, Canadian dollar, Hong Kong
dollar, British pound and Japanese yen. Our exposure to
foreign currency fluctuations is more significant with respect to
our revenues than our expenses, as a significant portion of our
expenses are denominated in U.S. dollars, such as aircraft and
fuel expenses. During 2008 and 2007, operating income was posi-
tively impacted due to foreign currency fluctuations. However,
favorable foreign currency fluctuations also may have had an
offsetting impact on the price we obtained or the demand for our
services, which is not quantifiable. At May 31, 2008, the result of
a uniform 10% strengthening in the value of the dollar refative to
the currencies in which our transactions are denominated would
resuft in a decrease in operating income of approximately $74
million for 2009 {the comparable amount in the prior year was
approximately $41 million}. This theoretical calculation assumes
that each exchange rate would change in the same direction
relative to the U.S. dollar.

In practice, our experience has heen that exchange rates in
the principal foreign markets where we have foreign currency
denominated transactions tend to have offsetting fluctuations.
Therefore, the calculation above is not indicative of our actual
experience in foreign currency transactions. In addition to the
direct effects of changes in exchange rates, fluctuations in
exchange rates also affect the volume of sales or the foreign
currency sales price as competitors’ services become maore or
less attractive. The sensitivity analysis of the effects of changes
in foreign currency exchange rates does not factor in a potential
change in sales levels or focal currency prices.
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COMMODITY

While we have market risk for changes in the price of jet and
vehicle fuel, this risk is largely mitigated by our fuel surcharges
because our fuel surcharges are closely linked to market prices
for fuel. Therefore, a hypothetical 10% change in the price of
fuel would not be expected to materially affect our earnings.
However, our fuel surcharges have a timing lag (approximately
six to eight weeks for FedEx Express and FedEx Ground) before
they are adjusted for changes in fuel prices. Our fuel surcharge
index also allows fuel prices to fluctuate approximately 2% for
FedEx Express and approximately 4% for FedEx Ground before an
adjustment to the fuel surcharge occurs. Accordingly, our operat-
ing income may be affected should the spot price of fuel suddenly
change by a significant amount or change by amounts that do not
resultin a change in our fuel surcharges.

OTHER
We do not purchase or hold any derivative financial instruments
for trading purposes.

RISK FACTORS

Qur financial and operating results are subject to many risks and
uncertainties, as described below.

Our businesses depend on our strong reputation and the value of
the FedEx brand. The FedEx brand name symbolizes high-quality
service, reliability and speed. FedEx is one of the most widely
recognized, trusted and respected brands in the world, and the
FedEx brand is one of our most important and valuable assets. In
addition, we have a strong reputation amang customers and the
general public for high standards of social and environmental
responsibility and corporate governance and ethics. The FedEx
brand name and our corporate reputation are powerful sales
and marketing tools, and we devote significant resources to pro-
moting and protecting them. Adverse publicity {whether or not
justified} relating to activities by our employees, contractors or
agents could tarnish our reputation and reduce the value of our
brand. Damage to our reputation and loss of brand equity could
reduce demand for our services and thus have an adverse effect
on our financial condition, liquidity and results of operations, as
well as require additional resources to rebuild our reputation and
restore the value of our brand.

We rely heavily on technology to operate our transportation
and husiness networks, and any disruption to our technology
infrastructure or the Internet could harm our operations and our
reputation among custamers. Qur ability to attract and retain
customers and to compete effectively depends in part upon the
sophistication and reliability of our technology network, includ-
ing our ability to provide features of service that are important to
our customers. Any disruption to the Internet or our technology
infrastructure, including those impacting our computer systems
and Web site, could adversely impact our customer service and
our volumes and revenues and result in increased costs. While
we have invested and continue to invest in technology security
initiatives and disaster recovery plans, these measures cannot
fully insulate us from technology disruptions and the resulting
adverse effect on our operations and financial results.

Our transportation businesses may be impacted by the price and
avaitability of fuel. We must purchase large quantities of fuel to
operate our aircraft and vehicles, and the price and availability
of fue! can be unpredictable and beyond our control. To date, we
have been mostly successful in mitigating the expense impact
of higher fuel costs through our indexed fuel surcharges, as the
amount of the surcharges is closely linked to the market prices for
fuel. If we are unable to maintain or increase our fuel surcharges
because of competitive pricing pressures or some other reason,
fuel costs could adversely impact our operating results. Even if
we are able to offset the cost of fue! with our surcharges, high
fuel surcharges could move our customers, especially in the U.S.
domestic market, away from our higher-yielding express services
to our lower-yielding ground services or even reduce customer
demand for our services altogether. These effects were evident
in the second half of 2008, as fuel prices reached all-time highs.
In addition, disruptions in the supply of fuel could have a negative
impact on our ability to operate our transportation networks.

Qur businesses are capital intensive, and we must make capi-
tal expenditures based upen projected volume levels. We make
significant investments in aircraft, vehicles, technology, package
handling facilities, sort equipment, copy equipment and other
capital to support our transportation and business networks.
We also make significant investments to rebrand, integrate and
grow the companies that we acguire. The amount and timing
of capital investments depend on various factors, including our
anticipated volume growth. For example, we must make commit-
ments to purchase ar modify aircraft years before the aircraft
are actually needed. We must predict velume levels and fieet
requirements and make commitments for aircraft based on those
projections. Missing our projections could result in too much or
too littte capacity relative to our shipping valumes. Overcapacity
could lead to asset dispositions or write-downs, and undercapac-
ity could negatively impact service levels,

We face intense competition. The transportation and business
services markets are both highly competitive and sensitive to
price and service. Some of our competitors have more financial
resources than we do, or they are controlled or subsidized by
foreign governments, which enables them to raise capital more
easily. We believe we compete effectively with these companies
— for example, by providing more reliable service at compensa-
tary prices. However, our competitors determing the charges for
their services. If the pricing environment becomes irrational, it
could limit our ability to maintain or increase our prices (including
our fuel surcharges in response to rising fuel costs) or to maintain
or grow our market share. In addition, maintaining a broad portfo-
lio of services is important to keeping and attracting customers.
While we believe we compete effectively through our current
service offerings, if our competitors offer a broader range of ser-
vices or more effectively bundle their services, it could impede
our ability to maintain or grow our market share.
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If we do not effectively operate, integrate, leverage and grow
acquired businesses, our financial results and reputation may
suffer. Qur strategy for long-term growth, productivity and profit-
ability depends in part on our ability to make prudent strategic
acquisitions and to realize the benefits we expect when we make
those acquisitions. In furtherance of this strategy, during 2007
we acquired the LTL freight operations of Watkins Motor Lines
{renamed FedEx National LTL) and made strategic acquisitions in
China, the United Kingdom and India. During 2004, we acquired
Kinko's, Inc. (now known as FedEx Office). While we expect these
acquisitions to enhance our value proposition to customers and
improve our long-term profitability, there can be no assurance that
we will realize our expectations within the time frame we have
established, if at all, or that we can continue to support the value
we allocate to these acquired businesses, including their goodwill
or other intangible assets. During the fourth quarter of 2008, we
recorded a charge of approximately $891 million, predominantly
for impairment of the value of the Kinka's trade name and a por-
tion of the goodwill recorded as a result of the Kinko's acquisition.
The charge was necessary, among other reasons, because we
revised our fong-term growth ptans for that company and its finan-
cial performance did not meet our original expectations,

FedEx Ground refies on owner-operators to conduct its opera-
tions, and the status of these owner-operators as independent
contractors, rather than employees, is being chaflenged. FedEx
Ground's use of independent contractors is well suited to the
needs of the ground delivery business and its customers, as evi-
denced by the strong growth of this business segment. We are
involved in numerous class-action fawsuits {including many that
have been certified as class actions), several individual lawsuits
and numergus tax and other administrative prageedings (includ-
ing a tentative assessment in an IRS audit) that claim that the
company's owner-operators or their drivers should be treated as
our employees, rather than independent contractors. We expect
to incur certain costs, including legal fees, in defending the status
of FedEx Ground's owner-operators as independent contractors.
We believe that FedEx Ground's owner-operators are properly
classified as independent contractors and that FedEx Ground
is not an employer of the drivers of the company’s independent
contractors. However, adverse determinations in these matters
could, among other things, entitle certain of our contractors and
their drivers to the reimbursement of certain expenses and to
the benefit of wage-and-hour laws and result in employment
and withholding tax and benefit liability for FedEx Ground, and
could result in changes to the independent contractor status of
FedEx Ground’s owner-operators. If FedEx Ground is compelled to
convert its independent contractors to employees, our operating
costs could increase materially and we could incur significant
capital outlays.

Increased security requirements could impose substantial costs
on us, especially at FedEx Express. As a result of concerns about
global terrarism and homeland security, governments around the
world are adopting or are considering adopting stricter security
requirements that will increase operating costs for businesses,
including those in the transportation industry. For example, in
May 2006, the U.S. Transportation Security Administration (“TSA")

adopted new rules enhancing many of the security requirements
for air cargo on both passenger and all-cargo aircraft, and in
May 2007, the TSA issued a revised model all-cargo aircraft
security program for implementing the new rules. Together with
other all-cargo aircraft operators, we filed comments with the
TSA requesting clarification regarding several provisions in the
revised model program. Until the requirements for our security
program under the new rules are finalized, we cannot determine
the effect that these new rules will have on our cost structure
or our operating results. It is reasonably possible, however, that
these rules or other future security requirements for air cargo
carriers could impose material costs on us.

The regulatory environment for global aviation rights may impact
our air operations. Dur extensive air network is critical to our suc-
cess. Qur right to serve foreign points is subject to the approval
of the Department of Transportation and generally requires a
bilateral agreement between the United States and foreign gov-
ernments. In addition, we must obtain the permission of foreign
governments to provide specific flights and services. Regulatory
actions affecting global aviation rights or a failure to obtain or
maintain aviation rights in important international markets could
impair our ability to operate our air network.

We may be affected by global climate change or by legal, regula-
tory or market responses to such change. Concern over climate
change, including the impact of global warming, has led to sig-
nificant U.S. and international legislative and regulatory efforts to
limit greenhouse gas (GHG) emissions. For example, in the past
several years, the U.S. Congress has considered various bills that
would reguiate GHG emissions. While these bills have not yet
received sufficient Congressional support, some form of federal
climate change legislation is possible in the relatively near future.
Increased regulation regarding GHG emissions, especially aircraft
or diesel engine emissions, could impose substantial costs on us,
especially at FedEx Express. These costs include an increase in
the cost of the fuel and other energy we purchase and capital
costs associated with updating or replacing our aircraft or trucks
prematurely. Until the timing, scope and extent of any future regu-
lation becomes known, we cannot predict its effect on our cost
structure or our operating results. It is reasonably possible, how-
ever, that it could impose material costs on us. Moreover, even
without such regulatign, increased awareness and any adverse
publicity in the global marketplace about the GHGs emitted by
companies in the airline and transportation industries could harm
our reputation and reduce customer demand for our services,
especially our air express services.

We are also subject to risks and uncertainties that affect many
other businesses, including:

» the impact of any international conflicts or terrorist activities on
the United States and global economies in general, the trans-
portation industry or us in particular, and what effects these
events will have on our costs or the demand for our services;

* any impacts on our businesses resulting from new domestic or
international government laws and regulation, including tax,
accounting, trade, labor, environmental or postal rules;
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» our ability to manage our cost structure for capital expenditures
and operating expenses, and match it to shifting and future cus-
tomer volume levels;

« changes in foreign currency exchange rates, especially in
the euro, Chinese yuan, Canadian dollar, British pound and
Japanese yen, which-can affect our sales levels and foreign
currency sales prices;

» gur ability to maintain good relationships with our employees
and prevent attempts by labor organizations to organize groups
of aur employees, which could significantly increase our oper-
ating costs and reduce our operational flexibility;

+ a shortage of qualified labor and our ability to mitigate this
shortage through recruiting and retention efforts and preduc-
tivity gains;

« increasing costs, the volatility of costs and legal mandates

for employee benefits, especially pension and healthcare
benefits;

» significant changes in the volumes of shipments transported
through our networks, customer demand for our various ser-
vices or the prices we obtain for our services;

= market acceptance of our new service and growth initiatives;

= any liability resulting from and the costs of defending against
class-action litigation, such as wage-and-hour and discrimina-
tion and retaliation cfaims, patent litigation and any other legal
proceedings;

» the impact of technology developments on our operations and
on demand for our services;

= adverse weather conditions or natural disasters, such as earth-
quakes and hurricanes, which can damage our property, disrupt
our operations, increase fuel costs and adversely affect ship-
ment levels;

» widespread outbreak of an illness or any other communicable
disease, or any other public health crisis; and

» gvailability of financing on terms acceptable to us and our abil-
ity to maintain our current credit ratings, especially given the
capital intensity of our operations, and the current volatility of
credit markets.

We are directly affected by the state of the economy. While the
global, or macro-economic, risks listed above apply to most com-
panies, we are particularly vulnerable. The transportation industry
is highly cyclical and especially susceptible to trends in economic
activity. Our primary business is to transport goods, so our busi-
ness levels are directly tied to the purchase and production of
goods — key macro-economic measurements, When individuals
and companies purchase and produce fewer goods, we trans-
port fewer goods. In addition, we have a relatively high fixed-cost
structure, which is difficult to adjust to match shifting volume
levels. Moreover, as we grow our international business, we are
increasingly affected by the health of the global economy.

FORWARD-LOOKING STATEMENTS

Certain statements in this report, including {but not limited to}
those contained in “Outlook {including segment outlooks),”
“Liquidity,” “Capital Resources,” “Contractual Cash Obligations”
and “Critical Accounting Estimates,” and the “Retirement Plans”
note to the consolidated financial statements, are “forward-
looking” statements within the meaning of the Private Securities
Litigation Reform Act of 1995 with respect to our financial condi-
tion, results of aperations, cash flows, plans, objectives, future
performance and business. Forward-looking statements include
those preceded by, followed by or that include the words “may,”
“could,” “would,” “should,” “believes,” “expects,” “anticipates,”
“plans,” "estimates,” “targets,” “projects,” “intends” or similar
expressions. These forward-looking statements involve risks and
uncertainties. Actual results may differ materially from those
contemplated {expressed or implied) by such forward-iooking
statements, because of, among other things, the risk factors iden-
tified above and the other risks and uncertainties you can find in
our press releases and SEC filings.

"o

”oar "o

As a result of these and other factors, no assurance can be
given as to our future results and achievements. Accordingly, a
forward-looking statement is neither a prediction nor a guarantee
of future events or circumstances and those future events or cir-
cumstances may not occur. You should not place undue reliance
on the forward-looking statements, which speak only as of the
date of this report. We are under no obligation, and we expressly
disclaim any obligation, to update or alter any forward-looking
statements, whether as a result of new information, future events
or otherwise.
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MANAGEMENT'S REPORT ON INTERNAL CONTROL OVER
FINANCIAL REPORTING

Our management is responsible for establishing and maintaining adequate internal controt over financial reporting {as defined in Rules
13a-15(f} and 15d-15{f} under the Securities Exchange Act of 1934, as amended). Our internal control over financial reporting includes,
among other things, defined policies and procedures for conducting and governing our business, sophisticated information systems
for processing transactions and a properly staffed, professional internal audit department. Mechanisms are in place to monitor the
effectiveness of our internal control over financial reporting and actions are taken to correct deficiencies identified. Our procedures
for financial reporting include the active involvement of senior management, our Audit Committee and our staff of highly qualified
financial and legal professionals.

Management, with the participation of our principal executive and financial officers, assessed our internal control over financial
reporting as of May 31, 2008, the end of our fiscal year. Management based its assessment on criteria established in Internal Control
~ Integrated Framework issued by the Committee of Sponsoring Organizations of the Treadway Commission {the COSO0 criteria).

Based on this assessment, management has concluded that our internal control over financial reporting was effective as of
May 31, 2008.

The effectiveness of gur internal cantrol aver financial reporting as of May 31, 2008, has been audited by Ernst & Young LLP, the
independent registered public accounting firm who also audited the Company’s consolidated financial statements included
in this Annual Report. Ernst & Young LLP's repart on the Company's internal control over financial reporting is included in
this Annual Report.
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

The Board of Directors and Stockholders
FedEx Corporation

We have audited FedEx Corporation’s internal control over financial reporting as of May 31, 2008, based on criteria established in
Internal Control — integrated Framework issued by the Committee of Sponsoring Organizations of the Treadway Commission {the COSO
criteria). FedEx Corporation’s management is responsible for maintaining effective internal control over financial reporting and for its
assessment of the effectiveness of internal control over financial reporting included in the accompanying Management's Report on
Internat Control over Financial Reporting. Our responsibility is to express an opinion on the company’s internal control over financial
reporting based on our audit.

We conducted our audit in accordance with the standards of the Public Company Accounting Oversight Board {United States). Those
standards require that we plan and perform the audit to obtain reasonable assurance about whether effective internal control over
financial reporting was maintained in all material respects. Qur audit included obtaining an understanding of internal control over
financial reporting, assessing the risk that a material weakness exists, testing and evaluating the design and operating effectiveness of
internal contral based on the assessed risk, and performing such ather procedures as we considered necessary in the circumstances.
We believe that our audit provides a reasonable basis for our apinion,

A company’s internal control over financial reporting is a process designed to provide reasonable assurance regarding the reliabil-
ity of financial reporting and the preparation of financial statements for external purposes in accordance with generally accepted
accounting principles. A company's internal control over financial reporting includes those policies and procedures that {1} pertain to
the maintenance of records that, in reasonable detail, accurately and fairly reflect the transactions and dispositions of the assets of
the company; (2) provide reasonable assurance that transactions are recorded as necessary to permit preparation of financial state-
ments in accordance with generally accepted accounting principles, and that receipts and expenditures of the company are being
made only in accordance with autharizations of management and directors of the company; and (3} provide reasonatle assurance
regarding prevention or timely detection of unauthorized acquisition, use, or disposition of the company’s assets that could have a
material effect on the financial statements.

Because of its inherent limitations, internal contral over financial reporting may not prevent or detect misstatements. Also, projections
of any evaluation of effectiveness to future periods are subject to the risk that controls may become inadequate because of changes
in conditions, or that the degree of compliance with the policies or procedures may deteriorate.

In our opinion, FedEx Corporation maintained, in all material respects, effective internal control over financial reporting as of May 31,
2008, based on the COSO criteria.

We also have audited, in accordance with the standards of the Public Company Accounting Oversight Board {United States), the
consolidated balance sheets of FedEx Corporation as of May 31, 2008 and 2007, and the related consolidated statements of income,
changes in stockholders’ investment and comprehensive income, and cash flows for each of the three years in the period ended
May 31, 2008 of FedEx Corporation and our report dated July 10, 2008 expressed an unqualified opinion thereon.

M ¥ LLP

Memphis, Tennessee
July 10, 2008
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CONSOLIDATED STATEMENTS OF INCOME

Years ended May 31,
{In miltions, except per share amounts) 2008 2007 2006
REVENUES $37,953 $35,214 $32,294
OPERATING EXPENSES:
Salaries and employee benefits 14,202 13,740 12,51
Purchased transportation 4,447 3,873 3,251
Rentals and landing fees 21 2,343 2,390
Deprectation and amortization 1,946 1,742 1,550
Fuel ' 4,596 3533 3,256
Maintenance and repairs 2,068 1,952 1777
Impairment charges 882 - -
Other 5,296 4,755 . 4,485
35,878 31,938 29,280
DPERATING INCOME 2,075 3,276 3014
OTHER INCOME {EXPENSE):
Interest expense (98) {136} (142}
Interest income 44 83 38
Other, net {5) {8) (1)
(59) {61) {115}
INCOME BEFQRE INCOME TAXES 2,016 3215 2,899
- PROVISION FOR INCOME TAXES 891 1,199 1,093
NETINCOME e 3 0125 52018 f $_1.806
BASIC EARNINGS PERCOMMONSHARE .5 364 .. $.857 $ 594
DILUTED EARNINGS PER COMMON SHARE $ 360 $ 648 $ 583

The accompanying notes are an integral part of these consolidated financial statements.
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CONSOLIDATED BALANCE SHEETS

May 31,
{tn millions, except share data) 2008 2007
ASSETS
Current Assets
Cash and cash equivalents _ $ 1539 $ 1568
Receivables, less allowances of $158 and $136 ' 4,359 3,942
Spare parts, supplies and fuel, less

allowances of $163 and $156 435 338
Deferred income taxes 544 536
Prepaid expenses and other 367 244

Total current assets : 1.244 6,629

Property and Equipment, at Cost
Aircraft and related equipment 10,165 9,593
Package handling and ground support equipment . 4,817 3,889
Computer and electronic equipment 5,040 4,685
Vehicles 2,154 2,561
Facilities and other 6,529 6,362
29,305 27,090
Less accumulated depreciation and amartization 15,827 14,454
Net property and equipment 13,478 - 12,636
Other Long-Term Assets
Goodwill 3.165 3497
Pension assets 827 -
Intangible and other assets 919 1,238
Total other long-term assets 4,91 : 4,135
____________________________________________________________________________________________________________ $25633 ... $24,000
LIABILITIES AND STOCKHOLDERS' INVESTMENT
Current Liabilities .
Current portion of long-term debt $ 502 $ 639
Accrued salaries and employee benefits 1,118 1,354
Accounts payable 2195 2,016
Accrued expenses 1,553 1,419
Total current liabilities 5,368 5428
Long-Term Debt, Less Current Portion 1,506 2,007
Other Long-Term Liabilities
Deferred income taxes 1.264 897
Pension, postretirement healthcare

and other benefit obligations 989 1,164
Self-insurance accruals : 804 759
Deferred lease ohligations 671 655
Deferred gains, principally related to aircraft transactions 315 343
Other liabilities 190 91

Total other long-term liahilities 4,233 3,909

Commitments and Contingencies
Comman Stockholders’ Investment
Common stack, $0.10 par value; 800 million shares authorized;

311 million shares issued for 2008 and 308 million shares issued for 2007 k)| K]
Additional paid-in capital 1,922 1,689
Retained earnings . 13,002 11,970
Accumulated other comprehensive loss (425} (1,030)
Treasury stock (4) {4}

Total commoen stockholdars' investment 14,526 12,656

$25,633 $ 24,000

The accompanying notes are an integral part of these consolidated financial statements.
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CONSOLIDATED STATEMENTS OF CASH FLOWS

{In millions)

Years ended May 31,

2008 00 7006
OPERATING ACTIVITIES
Net income : $1,125 $ 2,016 $ 1,806
Adjustments to reconcile netincome to cash provided by operating activities:
Depreciation and amortization 1,946 1,742 1,548
Provision for uncoilectible accounts 134 106 121
Deferred income taxes and other noncash items 124 37 159
Lease accounting charge - - 19
Impairment charges 882 - -
Excess tax benefits on the exercise of stock options - - 62
Stock-based compensation 10 103 37
Changes in operating assets and liabilities,
net of the effects of businesses acquired:
Receivables (447} {323) (319
Other assets (237} {85) (38}
Pension assets and liabilities, net (273) {69) (71}
Accounts payable and other liabilities 190 66 346
Other, net {61) (30} {54)
Cash provided by operating activities 3,484 3,563 3,676
INVESTING ACTIVITIES
Capital expenditures (2,947) {2,882) {2,518)
Business acquisitions, net of cash acquired (4 {1,310} -
Proceeds from asset dispositions and other 54 68 64
Cash used in investing activities (2,897) (4,124} (2,454}
FINANCING ACTIVITIES
Principal payments on debt {639) {906} {369)
Proceeds from debt issuances - 1,054 -
Proceeds from stock issuances 108 115 144
Excess tax benefits on the exercise of stock options 38 45 -
Dividends paid {124) {110) {97)
Other, net - {5) {2)
Cash {used in) provided by financing activities {617) 193 {324)
CASH AND CASH EQUIVALENTS
Net {decrease) increasa in cash and cash equivalents (30 (368} 898
Cash and cash equivalents at beginning of peried 1,569 1,937 1,039
Cash and cash equivalents at end of period $1.539 $ 1,569 $1,937

The accompanying notes are an integral part of these consolidated financial statements.
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CONSOLIDATED STATEMENTS OF CHANGES IN STOCKHOLDERS’
INVESTMENT AND COMPREHENSIVE INCOME

Accumulated

Additional Other
Common Paid-in Retained Comprehensive Treasury
{In millions, except share data) Stock Capital Earnings Income [Loss) Stack Total
BALANCE AT MAY 31, 2005 $30 $1,213 $ 8,363 $ 017} ) $ 9588
Net income - - 1,806 - - 1,806
Foreign currency translation adjustment,
net of deferred taxes of §3 - - - 29 - 29
Minimum pension liability adjustment,
net of deferred taxes of $24 - - - (36) - (361
Total comprehensive income 1,799
Cash dividends declared {$0.33 per share} - - (101 - - {101}
Employee incentive plans and other
(3,579,766 shares issued) 1 225 - - (1 225
BALANCE AT MAY 31, 2006 31 1,438 10,068 (24) (2} 11,511
Netincome - - 2,016 - - 2,016
Foreign currency translation adjustment,
net of deferred taxes of $8 - - - 26 - 26
Minimum pension liahility adjustment,
net of deferred taxes of $24 - - - {50) - (50) .
Total comprehensive income 1,992
Retirement plans adjustment in connection
with the adoption of SFAS 158, net of
deferred taxes of $582 - - - (982} - (982)
Cash dividends declared {$0.37 per sharg) - - {114) - - {114)
Employee incentive plans and other
(2,508,850 shares issued) - 21 — - (2) 249
BALANCE AT MAY 31, 2007 ] 1,689 11,970 {1,030} (4 12,656
Net income - - 1,125 - - 1,125
Foreign currency translation adjustment,
net of deferred taxes of $15 - - - 99 - 99
Retirement plans adjustments,
net of deferred taxes of $296 - - - 506 - 506
Total comprehensive income 1,730
Cash dividends declared {30.30 per share} - - (93} - - {93}
Employee incentive plans and other
{2,556,318 shares issuad) - 233 - - - 233
BALANCE AT MAY 31, 2008 $3 $1,922 $13,002 $(425) ${4) $14,526

The accompanying notes are an integrai part of these consolidated financial statements.
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

NOTE 1: DESCRIPTION OF BUSINESS
AND SUMMARY OF SIGNIFICANT
ACCOUNTING POLICIES

DESCRIPTION OF BUSINESS

FedEx Corporation {“FedEx") provides a broad portfolio of trans-
portation, e-commerce and business services through companies
competing collectively, operating independently and managed
collaboratively, under the respected FedEx brand. Our primary
operating companies include Federal Express Corporation
{"FedEx Express”), the world's largest express transportation
company; FedEx Ground Package System, Inc. {“FedEx Ground”),
a leading provider of small-package ground delivery services;
and FedEx Freight Corporation, a leading U.S. provider of less-
than-truckload (“LTL") freight services. Our FedEx Services
segment provides customer-facing sales, marketing and informa-
tion technology support, as well as retail access for customers
through FedEx Office and Print Services, Inc. {"FedEx Office”),
formerly FedEx Kinko's, primarily for the benefit of FedEx Express
and FedEx Ground. These companies represent our major service
lines and form the core of our reportable segments.

FISCAL YEARS

Except as otherwise specified, references to years indicate
our fiscal year ended May 31, 2008 or ended May 31 of the year
referenced. :

PRINCIPLES OF CONSOLIDATION

The consolidated financial statements include the accounts of
FedEx and its subsidiaries, substantially ali of which are wholly
owned. All significant intercompany accounts and transactions
have been eliminated in consolidation.

RECLASSIFICATIONS
Certain reclassifications have been made to prior year financial
statements to conform to the current year presentation.

REVENUE RECOGNITION

We recognize revenue upon delivery of shipments for our trans-
portation businesses and upon completion of services for our
business services, logistics and trade services businesses.
Certain of our transportation services are provided with the use of
independent contractors. FedEx is the principal to the transaction
in most instances and in those cases revenue from these trans-
actions is recognized on a gross basis. Costs associated with
independent contractor settlements are recegnized as incurred
and included in the caption “Purchased transportation” in the
accompanying consolidated statements of income. For shipments
in transit, revenue is recorded based on the percentage of service
completed at the balance sheet date. Estimates for future billing
adjustments to revenue and accounts receivable are recagnized
at the time of shipment for money-back service guarantees and
hilling corrections. Delivery costs are accrued as incurred.

Our contract logistics, global trade services and certain transpor-
tation businesses engage in some transactions wherein they act
as agents. Revenue from these transactions is recorded on a net

basis. Net revenue includes billings to customers less third-party
charges, including transportation or handling costs, fees, commis-
sions, and taxes and duties. These amounts are not material.

Certain of our revenue-producing transactions are subject to
taxes assessed by governmental authorities, such as sales tax.
We present these revenues net of tax.

CREDIT RISK

We routinely grant credit to many of our customers for transpor-
tation and business services without collateral. The risk of credit
loss in our trade receivables is substantially mitigated by our
credit evaluation process, short collection terms and sales to a
large number of customers, as well as the low revenue per trans-
action for most of our services. Allowances for potential credit
losses are determined based on historical experience and current
evaluation of the composition of accounts receivable. Historically,
credit losses have been within management’s expectations.

ADVERTISING

Advertising and promotion costs are expensed as incurred and
are classified in other operating expenses. Advertising and pro-
motion expenses were $445 million in 2008, $406 million in 2007
and $376 million in 2006.

CASH EQUIVALENTS

Cash in excess of current operating requirements is invested in
short-term, interest-bearing instruments with maturities of three
months or less at the date of purchase and is stated at cost,
which approximates market value.

SPARE PARTS, SUPPLIES AND FUEL

Spare parts (principally aircraft related) are reported at weighted-
average cost. Supplies and fuel are reported at standard cost,
which approximates actual cost on a first-in, first-out basis,
Allowances for obsolescence are provided for spare parts
expected to be on hand at the date the aircraft are retired from
service. These allowances are provided over the estimated useful
life of the related aircraft and engines. Additionally, allowances
for obsolescence are provided for spare parts currently identified
as excess or obsolete. These allowances are based on manage-
ment estimates, which are subjectto change.

PROPERTY AND EQUIPMENT

Expenditures for major additions, improvements, flight equipment
modifications and certain equipment overhaul costs are capitalized
when such costs are determined to extend the useful life of the
asset or are part of the cost of acquiring the asset. Maintenance
and repairs are charged to expense as incurred, except for certain
aircraft-related major maintenance costs on one of our aircraft
fleet types, which are capitalized as incurred and amortized over
their estimated service lives. We capitalize certain directinternal
and external costs associated with the development of internal
use software. Gains and losses on sales of property used in gpera-
tions are classified within operating expenses.
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For financial reporting purposes, we record depreciation and
amortization of property and equipment on a straight-line basis
over the asset's service life or related lease term. For income tax
purposes, depreciation is computet using accelerated methods
when applicable. The depreciable lives and net book value of our
property and equipment are as follows (dollars in millions}:

Net Book Value at May 31,

Range 2008 2007

Wide-body aircraft and

related equipment 15to 25years  $5,650 §5391
Narrow-body and feeder

aircraft and related equipment 5to 15 years 452 352
Package handling and

ground support equipmeant 210 30 years 1,897 1,420
Computer and electronic

equipment 2to 10 years 943 1,021
Vehicles 310 15 years 1,007 a57
Facilities and other 2to 40 years 3,629 3,495

Substantially all property and equipment have no material resid-
ual values. The majority of aircraft costs are depreciated on a
straight-line basis over 15 to 18 years. We periodically evaluate
the estimated service lives and residual valves used to depre-
ciate our property and equipment. This evaluation may result
in changes in the estimated lives and residual values. Such
changes did not materially affect depreciation expense in any
period presented. Depreciation expense, excluding gains and
losses on sales of property and equipment used in operations,
was $1.8 billion in 2008, $1.7 billion in 2007 and $1.5 billion in 2006.
Depreciation and amortization expense includes amortization of
assets under capital fease.

CAPITALIZED INTEREST

Interest on funds used to finance the acquisition and modification
of aircraft, construction of certain facilities and development of
certain software up to the date the asset s ready for its intended
use is capitalized and included in the cost of the asset if the asset
is actively under construction. Capitalized interest was $50 million
in 2008, $34 million in 2007 and $33 million in 2006.

IMPAIRMENT OF LONG-LIVED ASSETS

Long-lived assets are reviewed for impairment when circum-
stances indicate the carrying value of an asset may not be
recoverahle. For assets that are to be held and used, an impair-

ment is recognized when the estimated undiscounted cash flows -

associated with the asset or group of assets is less than their
carrying value. If impairment exists, an adjustment is made to
write the asset down to its fair value, and a loss is recorded as
the difference hetween the carrying value and fair value. Fair val-
ues are determined based on quoted market values, discounted
cash flows or internal and external appraisals, as applicable.
Assets to be disposed of are carried at the lower of carrying
value or estimated net realizable value. We operate integrated
transportation networks, and accordingly, cash flows for most of
our operating assets are assessed at a network level, not at an
individual asset level for our analysis of impairment.

GOODWILL

Goodwill is recognized for the excess of the purchase price over
the fair value of tangible and identifiable intangible net assets of
businesses acquired. Several factors give rise to goodwill in our
acquisitions, such as the expected benefit from synergies of the
combination and the existing werkforce of the acquired entity.
Goodwill is reviewed at least annually for impairment by compar-
ing the fair value of each reporting unit with its carrying value
(including attributable goodwill}). Fair value for our reporting units
is determined using an income approach incorporating market
participant considerations and management's assumptions on
revenue growth rates, operating margins, discount rates and
expected capital expenditures. Unless circumstances other-
wise dictate, we perfarm our annual impairment testing in the
fourth quarter.

INTANGIBLE ASSETS

Intangible assets include customer relationships, trade names,
technology assets and contract-based intangibles acquired in
business combinations. Intangible assets are amortized over
periods ranging from 2 to 15 years, either on a straight-line basis
or an accelerated basis depending upon the pattern in which the
economic benefits are realized. Non-amortizing intangibles are
reviewed at least annually for impairment by comparing the carry-
ing amount to fair value. Unless circumstances otherwise dictate,
we perform our annual impairment testing in the fourth quarter.

PENSION AND POSTRETIREMENT

HEALTHCARE PLANS

On May 31, 2007, we adopted Statement of Financial Accounting
Standards (“SFAS") 158, "Employers’ Accounting for Defined
Benefit Pension and Other Postretirement Plans.” SFAS 158
requires recognition in the balance sheet of the funded status of
defined benefit pension and other postretirement benefit plans,
and the recognition in accumulated other comprehensive income
{"AOCI"} of unrecognized gains or losses and prior service costs
or credits. The adoption of SFAS 158 resuited in a $382 million
charge to shareholders’ equity at May 31, 2007 through AOCI.

Additionally, SFAS 158 requires the measurement date for plan
assets and liabilities to coincide with the sponsor’s year end.
We currently use a February 28 (February 29 in 2008} measure-
ment date for our plans; therefore, this standard will require us
to change our measurement date to May 31 {beginning in 2009}.
We are required to make our transition election in the first quar-
ter of 2009 and plan to elect the two-measurement approach as
our transition method. Under the two-measurement approach,
we complete two actuarial measurements, one at February 29,
2008 and the other at June 1, 2008. For the transition period from
February 29, 2008 through June 1, 2008, we will record the net
periodic benefit cost, net of tax, as an adjustment to beginning
retained earnings and the actuarial gains and losses, net of tax,
as an adjustment to AQCI in the first quarter of 2009. The impact
of adopting the measurement date provision on our financial
statements is not expected to be material to our financial posi-
tion or results of operations, but will reduce our 2009 pension and
retiree medical expense by approximately $87 million under the
two-measurement approach due to an increase in the discount
rate and higher plan assets.
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In 2007, we announced changes to significantly redesign cer-
tain of our retirement programs. Effective May 31, 2008, all
benefits previously accrued under our primary pension plans
using a traditional pension benefit formula were capped for
most employees, and those benefits will be payable beginning
at retirement. Beginning June 1, 2008, future pension benefits for
most employees will be accrued under a cash balance farmula
we call the Portable Pension Account (as described in Note 12),
These changes will not affect the benefits of current retirees and
terminated vested participants.

Currently, our defined benefit plans are measured using actuarial
techniques that reflect management’s assumpticns for discount
rate, expected long-term investment returns on plan assets, salary
increases, expected retirement, martality, employee turnover and
future increases in healthcare costs. We determine the discount
rate (which is required to be the rate at which the projected ben-
efit obligation could be effectively settled as of the measurement
date} with the assistance of actuaries, who calculate the yield on
a theoretical portfolio of high-grade corporate bonds (rated Aa or
better) with cash flows that generatly match our expected benefit
payments. A calculated-value method is employed for purposes
of determining the expected return on the plan asset component
of net periodic pension cost for our qualified U.S. pension plans.
We do not fund defined benefit plans when such funding provides
no current tax deduction or when such funding would be deemed
current compensation to plan participants.

INCOME TAXES

Deferred income taxes are provided for the tax effect of tempo-
rary differences between the tax basis of assets and liabilities
and their reported amounts in the financial statements. The liahil-
ity method is used to account for income taxes, which requires
tdeferred taxes to be recorded at the statutory rate expected to
be in effect when the taxes are paid.

Cn June 1, 2007, we adopted Financial Accounting Standards
Board ("FASB"} Interpretation No. (“FIN") 48, “Accounting for
Uncertainty in Income Taxes.” This interpretation establishes new
standards for the financial statement recognition, measurement
and disclosure of uncertain tax positions taken or expected to be
taken in incame tax returns. The cumulative effect of adopting
FiN 48 was immatenal. See Note 11 for more information con-
cerning our adoption of FIN 48.

We recognize liabilities for uncertain income tax positions based
on a two-step process. The first step is to evaluate the tax posi-
tion for recognition by determining if the weight of available
evidence indicates that it is more likely than not that the position
will be sustained on audit, including resolution of related appeals
or litigation processes, if any. The second step requires us to
estimate and measure the tax benefit as the largest amount that
is more than 50% likely to be realized upon ultimate settlement. It
is inherently difficult and subjective to estimate such amounts, as
we must determine the probability of various possible outcomes.
We reevaluate these uncertain tax positions on a quarterly basis
or when new information becomes available to management.
These reevaluations are based on factors including, but nat lim-
ited to, changes in facts or circumstances, changes in tax law,
successfully settled issues under audit, and new audit activity.

Such a change in recognition or measurement could result in the
recognition of a tax benefit or an increase to the tax accrual.

We classify interest related to income tax liabilities as inter-
est expense, and if applicable, penalties are recognized as a
component of income tax expense. The income tax liabilities
and accrued interest and penalties that are due within one year
of the halance sheet date are presented as current liabilities.
The remaining portion of our income tax liahilities and accrued
interest and penalties are presented as noncurrent liabilities
because payment of cash is not anticipated within one year of
the balance sheet date. These noncurrent income tax liabilities
are recorded in the caption “Other liabilities” in our consolidated
balance sheets.

SELF-INSURANCE ACCRUALS

We are primarily self-insured for workers' compensation claims,
vehicle accidents and general liabilities, benefits paid under
employee healthcare programs and long-term disability benefits.
Accruals are primarily based on the actuarially estimated, undis-
counted cost of claims, which includes incurred-but-not-reported
claims. Current workers’ compensation claims, vehicle and gen-
eral liability, employee healthcare claims and long-term disability
are included in accrued expenses. We self-insure up to certain
limits that vary by operating company and type of risk. Periodically,
we evaluate the level of insurance coverage and adjust insurance
levels based on risk tolerance and premium expense.

LEASES

We lease certain aircraft, facilities, equipment and vehicles
under capital and operating leases. The commencement date of
all leases is the earlier of the date we become legally obligated
to make rent payments or the date we may exercise control over
the use of the property. In addition to minimum rental payments,
certain leases provide for contingent rentals based on equip-
ment usage principally related to aircraft leases at FedEx Express
and copier usage at FedEx Office. Rent expense associated with
contingent rentals is recorded as incurred. Certain of our leases
contain fluctuating or escalating payments and rent holiday peri-
ods. The related rent expense is recorded on a straight-line basis
over the lease term. The cumulative excess of rent payments
over rent expense is accounted for as a deferred lease asset
and recorded in “Intangible and other assets” in the accompa-
nying consolidated halance sheets. The cumulative excess of
rent expense over rent payments is accounted for as a deferred
lease obligation. Leasehold improvements associated with assets
utilized under capital or operating leases are amortized over the
shorter of the asset’s useful life or the lease term.

DEFERRED GAINS

Gains on the sale and leaseback of aircraft and other property
and equipment are deferred and amortized ratably over the life of
the lease as a reduction of rent expense. Substantially all of these
deferred gains are related to aircraft transactions.
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FOREIGN CURRENCY TRANSLATION

Translation gains and losses of foreign operations that use local
currencies as the functional currency are accumulated and
reparted, net of applicable deferred income taxes, as a compo-
nent of accumulated other comprehensive loss within common
stockholders’ investment. Transaction gains and losses that arise
from exchange rate fluctuations on transactiens denaminated
in a currency other than the local currency are included in the
caption “Other, net” in the accompanying consolidated state-
ments of income and were immaterial for each period presented.
Cumulative net foreign currency translation gains in accumulated
other comprehensive loss were $167 million at May 31, 2008,
$69 million at May 31, 2007 and $43 million at May 31, 2006.

EMPLOYEES UNDER COLLECTIVE BARGAINING
ARRANGEMENTS

The pitats of FedEx Express, who represent a small percentage of
our total employees, are employed under a collective bargaining
agreement. During the second quarter of 2007, the pilots ratified a
new four-year labor contract that included signing bonuses and
other upfront compensation of approximately $143 million, as well
as pay increases and other benefit enhancements. Thase costs
were partially mitigated by reductions in the variable incentive
compensation of our other employees. The effect of this new
agreement on second quarter 2007 net income was approxi-
mately $78 million net of tax, or $0.25 per diluted share.

STOCK-BASED COMPENSATION

In 2007, we adopted the provisions of SFAS 123R, “Share-
Based Payment,” which requires recognition of compensation
expense for stock-based awards using a fair value method.
SFAS 123R is a revision of SFAS 123, “Accounting for Stock-
Based Compensation,” and supersedes Accounting Principles
Board Opinion No. (“APB") 25, “Accounting for Stock {ssued
to Employees.” Prior to the adoption of SFAS 123R, we applied
APB 25 and its related interpretations to measure compensa-
tion expense for stock-based compensation plans. As a result,
no compensation expense was recorded for stock options, as
the exercise price was equal to the market price of our common
stock at the date of grant.

We adopted SFAS 123R using the modified prospective method,
which resulted in prospective recegnition of compensation
expense for all outstanding unvested share-based payments
based on the fair value on the ariginal grant date. Under this
method of adoption, our financial statement amounts for the prior
period presented have not been restated.

The impact of adapting SFAS 123R for the year ended May 31,
2007 was approximately $71 million {352 million, net of tax), or
$0.17 per basic and diluted share.

Stock option compensation expense, pro forma net income and
basic and diluted earnings per commaon share, if determined
under SFAS 123 at fair value using the Black-Scholes methed,
would have been as follows {in millions, except for per share
amounts) for the year ended May 31

2006
$1,808

Net income, as reported
Add: Stock option compensation included in
reported net income, net of tax 5
Deduct; Total stock option employee compensation
expense determined under fair value based

method for all awards, net of tax benefit 46
Proformanetincome .3 $1.765
Earnings per comman share:
. Basic—asreported .. $ 594
__Basic—proforma . $ 581
__Diluted—asreported . ..__...8 $ 583

Diluted — pro forma $ 570

DIVIDENDS DECLARED PER COMMON SHARE

On June 2, 2008, our Board of Directors declared a dividend
of $0.11 per share of common stock. The dividend was paid on
July 1, 2008 to stockholders of record as of the close of business
on June 13, 2008. Each guarterly dividend payment is subject to
review and approval by our Board of Directors, and we evaluate
our dividend payment amount on an annual basis at the end of
each fiscal year.

USE OF ESTIMATES

The preparation of our consolidated financial statements requires
the use of estimates and assumptions that affect the reported
amounts of assets and liabilities, the reported amounts of rev-
enues and expenses and the disclosure of contingent liabilities.
Management makes its best estimate of the ultimate outcome

for these items based on historical trends and other information

available when the financial statements are prepared. Changes
in estimates are recognized in accordance with the accounting
rules for the estimate, which is typically in the period when new
information becomes available to management. Areas where the
nature of the estimate makes it reasonably possible that actual
results could materially differ from amounts estimated inciude:
self-insurance accruals; retirement plan obligations; long-term
incentive accruals; tax liabilities; obsolescence of spare parts;
contingent liabilities; loss contingencies, such as litigation and
other claims; and impairment assessments on long-lived assets
{including goodwill}.
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NOTE 2: RECENT ACCOUNTING PRONOUNCEMENTS

New accounting rules and disclosure requirements can significantly impact our reported results and the comparability of our finan-
cial statements. We believe the following new accounting pronouncements, in addition to FIN 48 and SFAS 158, are relevant to the
readers of our financial statements.

In September 2006, the FASB issued SFAS 157, “Fair Value Measurements,” which provides a common definition of fair value, establishes
a uniform framewark for measuring fair value and requires expanded disclosures about fair value measurements. The requirements
of SFAS 157 are to be applied prospectively, and we anticipate that the primary impact of the standard to us will be related to the
measurement of fair value in our recurring impairment test calcuiations (such as measurements of our recarded goodwill). SFAS 157
is effective for us beginning on June 1, 2008; however, the FASB approved a one-year deferral of the adoption of the standard as it
relates to non-financial assets and liahilities with the issuance in February 2008 of FASB Staff Position FAS 157-2, "Effective Date of
FASB Statement No. 157." We do not presently held any financial assets or liabilities that would require recognition under SFAS 157
other than investments held by our pension plans. In additian, the FASB has excluded leases from the scape of SFAS 157. We anticipate
that this standard will not have a material impact an our financial condition or results of operations upon adoption,

in December 2007, the FASB issued SFAS 141R, "Business Combinations,” and SFAS 160, “Accounting and Reporting Noncontrolling
Interest in Consolidated Financial Statements, an amendment of ARB No. 51.” These new standards significantly change the account-
ing for and reporting of business combination transactions and noncontrolling interests (previously referred to as minority interests)
in consolidated financial statements. The key aspects of SFAS 141R and SFAS 160 include requiring the acquiring entity in a business
combination to recagnize the full fair value of assets acquired and liabilities assumed in the transaction; establishing the acquisition-
date fair value as the measurement objective for all assets acquired and liabilities assumed; and requiring the expensing of most
transaction and restructuring costs. Both standards are effective for us beginning June 1, 2009 {fiscal 2010) and are applicable only
to transactions occurring after the effective date.

NOTE 3: BUSINESS COMBINATIONS

During 2007, we made the following acquisitions:
Total Purchase Price

Segment Business Acquired Rebranded Date Acquired {in millions)
FedEx Freight Watkins Motor Lines FedEx National LTL September 3, 2006 $787
FedEx Express ANC Holdings Ltd. | FedEx UK. December 16, 2006 4
FedEx Express Tianjin Datian W. Group Co., Ltd. {("DTW Group”) N/A March 1, 2007 427
The acquisition of the assets and assumption of certain obliga- _ Feckx

tions of FedEx National LTL, a leading provider of long-haul LTL National 171 __FedExUX. DTV Group
services, extended our service offerings to the long-haul LTL ~ Current assets 8121 § 68 $ 54
freight sector. The acquisition of all of the outstanding capital ~ Property and equipment 525 20 16
stock of FedEx U.K. has allowed us to establish a domestic ser-  Intangible assets 77 4 Y
vice in the United Kingdom and better serve the U.K. international ~ Goodwill 121 168 348
market, which we previously served primarily through indepen- ~ Other assets 3 2 10
dent agents. The FedEx Express acquisition of DTW Group’s  Current liabilities (60} {36) (18)
50% share of the FedEx-DTW International Priority express joint ~ Long-term liabilities - {10 =
venture and assets relating to DTW Group's domestic express  Jotalpurchaseprice s787 .M . $427

network in China converted our joint venture with DTW Group
into a wholly owned subsidiary and has increased our presence
in China in the international market and established our presence
in the domestic market. During 2007, we also made other immate-
rial acquisitions that are not presented in the table above,

The intangible assets acquired in the FedEx National LTL and
FedEx U.K. acquisitions consist primarily of customer-related
intangible assets, which will be amortized on an accelerated hasis
over their average estimated useful lives of seven years for FedEx
National LTL and up to 12 years for FedEx U.K., with the major-

These acquisitions were not material to our results of operations ity of the amortization recognized during the first four years. The

or financial condition. The portion of the purchase price allocated
to goodwill and other identified intangible assets for the FedEx
National LTL, FedEx U.K. and DTW Group acquisitions will be
deductible for U.S. tax purposes over 15 years.

Pro forma results of these acquisitions, individually or in the
aggregate, would not differ materially from reported results in
any of the periods presented. The purchase prices were allo-
cated as follows (in millions):

intangible assets acquired in the DTW Group acquisition relate to
the reacquired rights for the use of certain FedEx technology and
service marks. These intangible assets will be amortized over their
estimated useful lives of approximately two years.

We paid the purchase price for these acquisitions from available
tash balances, which included the net proceeds from our $1 bil-
lion senior unsecured debt offering completed during 2007. See
Note 6 for further discussion of this debt offering.
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NOTE 4: GOODWILL AND INTANGIBLES

The carrying amount of goodwill attributable to each reportable operating segment and changes therein follows {in millions):

Purchase Purchase

Goodwill Adjustments {mpairment Adjustments
May 31, 2006 Acquired and Other May 31, 2007 Charge and Other® May 31, 2008
FedEx Express segment $ 530 $549t $9 $1,088 3 - $35 $1.123
FedEx Ground segment 0 - - 90 - . - 90
FedEx Freight segment 656 1212 - 77 - - m
FedEx Services segment 1,549 - {7) 1,542 {367} - 1,175
$2,825 $670 $2 $3,497 ${367) 335 $3.165

{1} Primarily FedEx UK. and DTW Group acquisitions.
{2} FedEx National LTL acquisition.
{3) Primarily currency transfation adjustments.

During 2008, we made several strategic decisions regarding
FedEx Office. During the first quarter of 2008, FedEx Office was
reorganized as a part of the FedEx Services segment. FedEx
Office provides retail access to our customers for our package
transportation businesses and an array of document and business
services. FedEx Services provides access to custemers through
digital channels such as fedex.com. Under FedEx Services, FedEx
Office benefits from the full range of resources and expertise of
FedEx Services to continue to enhance the customer experience,
provide greater, more convenient access to the portfolio of ser-
vices at FedEx, and increase revenues through our retail network.
This rearganization resulted in our ceasing to treat FedEx Dffice
as a core operating company; however, FedEx Office remains a
reporting unit for goodwill impairment testing purposes.

During the fourth quarter of 2008, several developments and stra-
tegic decisions occurred at FedEx Office, including:

* reorganizing senior management at FedEx Office with several
positions terminated and numerous reporting realignments,
including naming a new president and CEO;

» determining that we would minimize the use of the Kinko’s trade
name over the next several years;

+ implementing revenue growth and cost management plans to
improve financial performance; and

e pursuing a more disciplined approach to the long-term
expansion of the retail network, reducing the overall levet of
expansian.

We performed our annual impairment testing in the fourth quar-
ter for the Kinko's trade name and the recorded goodwill for the
FedEx Office reporting unit. In accordance with the accounting
rules, the trade name impairment test was performed before the
goodwill impairment test.

[n accordance with SFAS 142, “Goodwill and Other Intangible
Assets,” a two-step impairment test is performed on goodwill.
in the first step, we compared the estimated fair value of the
reporting unit to its carrying value. The valuation methodology
to estimate the fair value of the FedEx Office reporting unit was
based primarily on an income approach that considered market
participant assumptions to estimate fair value. Key assumptions
considered were the revenue and operating income forecast, the
assessed growth rate in the periods beyond the detailed forecast
period, and the discount rate.

In performing our impairment test, the most significant assump-
tion used to estimate the fair value of the FedEx Office reporting
unit was the discount rate. We used a discount rate of 12.5%,
representing the estimated weighted-average cost of capital
{"WACC") of the FedEx Office reporting unit. The development
of the WACC used in our estimate of fair value considered the
following key factors:

« henchmark capital structures for guideline companies with
characteristics similar to the FedEx Office reporting unit;

« current market conditions for the risk-free interest rate;
» the size and industry of the FedEx Office reporting unit; and

» risks related to the forecast of future revenues and profitability
of the FedEx Office reporting unit.

The WACC used in the estimate of fair value in future periods may
be impacted by changes in market conditions (including those of
market participants), as well as the specific future performance
of the FedEx Office reporting unit and are subject to change,
based on changes in specific facts and circumstances.

tn the second step of the impairment test, we estimated
the current fair values of all assets and liabilities to determine
the amount of implied goodwill and consequently the amount
of the goodwill impairment. Upon completion of the second
step of the impairment test, we concluded that the recorded
goodwill was impaired and recorded an impairment charge
of $367 million during the fourth quarter of 2008. Significant
judgments included in the second step of the impairment test
included fair value estimates of assets and liahilities, the aggre-
gate effect of which increased the impairment charge to goodwill
by approximately $30 million, The goodwill impairment charge
is included in operating expenses in the accompanying con-
solidated statements of income. This charge is included in the
results of the FedEx Services segment and was not allocated to
our transportation segments, as the charge was unrelated to the
core performance of these businesses.
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The components of our intangible assets were as follows {in millions):

May 31, 2608 May 31, 2007
Gross Carrying Accumulated Net Book Gross Carrying Accumulated Net Book
Amount Amortization Value Amount Amartization Value
Customer relationships $205 $ (95} $110 $206 $ (58) $148
Contract related 79 (67) 12 79 (62) 17
Technology related and other Fl (51) 23 74 {39) 35
Kinko's trade name 52 {8) 44 567 - 567
Total $410 $(221} $189 5926 $(159) 5767

We have an intangible asset associated with the Kinke's trade
name. Prior to 2008, this intangible asset was not amertized
because it had an indefinite remaining useful life. Prior to the
fourth quarter of 2008, our intent was to continue to use the Kinko's
trade name indefinitely. During the fourth quarter, we made the
decision to change the name of FedEx Kinko's to FedEx Office
and rebrand our retail locations over the next several years. We
believe the FedEx Cffice name better describes the wide range of
services available at our retail centers and takes full advantage
of the FedEx brand. This change converted this asset to a finite
life asset and resulted in an impairment charge of $515 million.
We estimated the fair value of this intangible asset based on
an income approach using the relief-from-royalty method. This
approach is dependent on a number of factors, including esti-
mates of future growth and trends, royalty rates in the category of
intellectual property, discount rates and other variables. We hase
our fair value estimates on assumptions we believe to be reason-
able, but which are unpredictable and inherently uncertain.

The $515 million impairment charge resulted in a remaining
trade name batance of $52 million, which we began amortizing
in the fourth guarter on an accelerated basis over the next four
years. The trade name impairment charge is included in oper-
ating expenses in the accompanying consolidated statements
of income. The charge is included in the results of the FedEx
Services segment and was not allocated to our transportation
segments, as the charge was unrelated to the core performance
of these businesses.

Amortization expense for intangible assets was $60 million in
2008, $42 million in 2007 and $25 miltion in 2006, Estimated amorti-
zation expense for the next five years is as follows {in millions):

2009 , $73
2010 50
2011 26
2012 11
2013 9

NOTE 5: SELECTED CURRENT
LIABILITIES

The components of selected current liability captions were as
follows (in millions):

May 31,
2008 2007
Accrued Salaries and Employee Benefits
Salaries $ 193 3§ 283
Employee benefits 404 599
Compensated absences 521 472

Accrued Expenses

Self-insurance accruals $ 6717 § 548
Taxes other than income taxes 339 310
Other 637 561

NOTE 6: LONG-TERM DEBT AND
OTHER FINANCING ARRANGEMENTS

The components of long-term debt {net of discounts) were as
follows {in millions):

May 31,
2008 2007
Senior unsecured debt
Interest rate of three-month LIBOR plus 0.08%

{5.44% at May 31, 2007} due in 2008 $ - § 500
Interest rate of 3.50%, due in 2009 500 500
Interest rate of 5.50%, due in 2010 439 499
Interest rate of 7.25%, due in 2011 250 249
Interest rate of 9.65%, due in 2013 300 300
Interest rate of 7.60%, due in 2098 239 239

1,788 2,287

Capital lease obligations 220 308
Other debt, interest rate of

six-month LIBOR less 1.50% - 51

2,008 2,646

Less current portion 502 639

$1.506  $2007
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Scheduled annual principal maturitigs of debt, exclusive of capi-
tal leases, for the five years subsequent to May 31, 2008, are as
follows (in millions):

2009 $500
2010 499
20m 250
2012 -
2013 300

Interest on our fixed-rate notes is paid semi-annually. We have
a shelf registration statement filed with the Securities and
Exchange Commission (“SEC”) that allows us to sell, in one or
more future offerings, any combination of our unsecured debt
securities and cammon stock. In August 2008, we issued $1 hillion
of senior unsecured debt under our shelf registration statement,
comgrised of floating-rate notes totaling $500 million and fixed-
rate notes totaling $500 million. The $500 million in floating-rate
notes were repaid in August 2007. The fixed-rate notes bear inter-
est at an annual rate of 5.5%, payable semi-annually, and are due
in August 2009. The net proceeds were used for working capital
and general corporate purposes, including the funding of several
business acquisitions during 2007,

From time to time, we finance certain operating and investing
activities, including acquisitions, through borrowings under
our $1.0 billion revolving credit facility or the issuance of com-
mercial paper. The revolving credit agreement contains certain
covenants and restrictions, none of which are expected to sig-
nificantly affect our operations or ability to pay dividends. Qur
commercial paper program is backed by unused commitments
under the revolving credit facility and borrowings under the pro-
gram reduce the amount available under the credit facility. At
May 31, 2008, no commercial paper borrowings were outstanding
and the entire amount under the credit facility was available.

Long-term debt, exclusive of capital leases, had carrying values
of $1.8 billion compared with an estimated fair value of approxi-
‘mately $1.9 billion at May 31, 2008, and $2.3 billion compared
with an estimated fair value of $2.4 billion at May 31, 2007. The
estimated fair values were determined based on guoted market
prices or on the current rates offered for debt with similar terms
and maturities.

We issue other financial instruments in the normal course of
business to support our operations. Letters of credit at May 31,
2008 were $735 million. The amount unused under our letter of
credit facility totaled approximately $29 million at May 31, 2008.
This facility expires in July 2010. These instruments are required
under certain U.5. self-insurance programs and are used in the
normal course of international operations. The underlying liabili-
ties insured by these instruments are reflected in the balance
sheets, where applicable. Therefore, no additional liability is
reflected for the letters of credit.

Our capital lease obligations include leases for aircraft and
facilities. Our facility leases include leases that gquarantee the
repayment of certain special facility revenue bonds that have
been issued by municipalities primarily to finance the acquisition
and construction of various airport facilities and equipment, These
bonds require interest payments at least annually, with principal
payments due at the end of the related lease agreement.

NOTE 7: LEASES

We utilize certain aircraft, land, facilities, retail locations and
equipment under capital and operating leases that expire at vari-
ous dates through 2040. We leased approximately 14% of our
total aircraft fleet under capital or operating leases as of May 3,
2008. In addition, supplementa! aircraft are leased by us under
agreements that provide for cancellation upon 30 days’ notice.
Our leased facilities include national, regional and metropolitan
sarting facilities, retail facilities and administrative buildings.

The components of property and equipment recorded under capi-
tal leases were as follows {in millions}:

May 11,
2008 2007
Aircraft $ - $115
Package handling and
ground support equipment 165 165

Vehicles 20 20

Other, principally facilities 150 151
335 451

Less accumulated amortization 290 306

$ 45 $145

Rent expense under aperating leases was as follows (in millions):
For years ended May 31,

2008 2007 2006

Minimum rentals $19%0 $1916 31919
Contingent rentals ™! 228 24 245
$2,218 $2157 $2,164

{1) Contingent rentals are based or equipment usage.

A summary of future minimum lease payments under capital
leases and noncancelable operating leases with an initial or
remaining term in excess of one year at May 31, 2008 is as fol-

fows (in millions);
Operating Leases

Aircraft

Capital and Related  Facilities and  Total Operating

Leases  Equipment Other Leases
2009 $13 $ 555 $ 1,248 $ 1,803
2000 97 h44 1,103 1,647
20m 8 h26 956 1,482
2012 ] 504 828 1,332
2013 119 493 709 1,208
Thereafter 18 2,931 5,407 8,338
Total 283 $5,559 $10,251 $15,810

Less amount

representing interest 43
Present value of net

minimum lease

The weighted-average remaining lease term of all operating
leases outstanding at May 31, 2008 was approximately seven
years. While certain of our lease agreements contain covenants
governing the use of the leased assets or require us to maintain
certain levels of insurance, none of our lease agreements include
material financial covenants or limitations.
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FedEx Express makes payments under certain leveraged operating
leases that are sufficient to pay principal and interest on certain
pass-through certificates. The pass-through certificates are not
direct obligations of, or guaranteed by, FedEx or FedEx Express.

Our results for 2006 included a noncash charge of $79 million
(849 million net of tax or $0.16 per diluted share) to adjust the
accounting for certain facility leases, predominantly at FedEx
Express. This charge, which included the impact on prior years,
related primarily to rent escalations in on-airport facility leases
that were not being recognized appropriately.

NOTE 8: PREFERRED STOCK

Qur Certificate of Incorporation authorizes the Board of Directors,
at its discretion, to issue up to 4,000,000 shares of preferred stock.
The stock is issuable in series, which may vary as to certain rights
and preferences, and has no par value. As of May 31, 2008, none
of these shares had been issued.

NOTE 9: STOCK-BASED
COMPENSATION

Our total stock-based compensation expense for the years ended
May 31 was as follows (in millions);

2008
$101

2007
$103

2008
$37

Stock-based compensation expense

We have two types of equity-based compensation: stock options
and restricted stock.

STOCK OPTIONS

Under the provisions of our incentive stock plans, key employees
and non-employee directors may be granted options to purchase
shares of our common stock at a price not less than its fair market
value on the date of grant. Options granted have a maximum term
of 10 years. Vesting reguirements are determined at the discretion
of the Compensation Committee of our Board of Directors. Option-
vesting periods range from one to four years, with approximately
84% of options granted vesting ratably over four years.

RESTRICYED STOCK

Under the terms of our incentive stock plans, restricted shares of
our common stock are awarded to key employees. Al restrictions
on the shares expire ratably over a four-year period. Shares are
valued at the market price on the date of award. Compensation
related to these awards is recognized as expense over the
explicit service period.

For unvested stock options granted prior to June 1, 2006 and
all restricted stock awards, the terms of these awards provide
for continued vesting subsequent to the employee’s retirement,
Compensation expense associated with these awards is recog-
nized on a straight-line basis over the shorter of the remaining
service or vesting period. This postretirement vesting provision
was removed from all stock option awards granted subsequent
to May 31, 2006,

VALUATION AND ASSUMPTIONS

We use the Black-Scholes option pricing model to calculate the
fair value of stock aptiens. The value of restricted stock awards
is based on the stock price of the award on the grant date. We
recognize stock-based compensation expense on a straight-
line basis over the requisite service period of the award in the
“Salaries and employee benefits” caption in the accompanying
consolidated statements of income.

The key assumptions for the Black-Scholes valuation method

- include the expected life of the option, stock price volatility, a

risk-free interest rate, and dividend yield. Many of these assump-
tions are judgmental and highly sensitive. Following is a table of
the weighted-average Black-Scholes value of our stock option
grants, the intrinsic value of options exercised {in millions), and
the key weighted-average assumptions used in the valuation cal-
culations for the options granted during the years ended May 31,
and then a discussion of our methodology for developing each of
the assumptions used in the valuation model:

2008 2067 2006

Weighted-average

Black-Scholes value $2988 $3160 $2578
Intrinsic value of options exercised $ 126 $ 145 § 191
Black-Scholes Assumptions:

Expected lives Syears Syears Syears

Expected volatility 19% 22% 25%

Risk-free interest rate 4763% 4879%  3.794%

Dividend yield 0.337% 0302% 0.323%

Expected Lives. This is the period of time over which the options
granted are expected to remain gutstanding. Generally, options
granted have a maximum term of 10 years. We examine actual
stock option exercises to determine the expected life of the
options. An increase in the expected term will increase com-
pensation expense.

Expected Volatility. Actual changes in the market value of our
stock are used to calculate the volatility assumption. We cal-_
culate daily market value changes from the date of grant over a
past period equal to the expected life of the options to determine
volatility. An increase in the expected volatility will increase com-
pensation expense.

Risk-Free Intergst Rate. This is the U.S. Treasury Strip rate posted
at the date of grant having a term equal to the expected life of
the option. An increase in the risk-free interest rate will increase
compensation expense.

Dividend Yield. This is the annual rate of dividends per share over
the exercise price of the option. An increase in the dividend yield
will decrease compensation expense.
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The following table summarizes information about stack eption activity for the year ended May 31, 2008:

Stock Options
Weighted- Weighted-Average Aggregate
Average Remaining Intrinsic Value
Shares Exarcise Price Contractuat Term {in mitlions)
Outstanding at June 1, 2007 16,590,401 $ 68.22
Granted 2,821,758 111.51
Exercised {2,381,900) 45.50
Forfeited {352,453 102.30
Outstanding at May 31, 2008 16,677,806 $ 78.09 5.9 years $326
Exercisable 10,666,189 $ 64.05 4.7 years $312
Expected to vest 5,530,688 $102.99 9.2 years $13
Available for future grants 3,684,999

The options granted during the year ended May 31, 2008 are
primarily refated to our principal annual stock option grant in
July 2007.

The following table summarizes infermation about vested and
unvested restricted stock for the year ended May 31, 2008:

Restricted Stock

Weighted-

Average Grant

Date Fair

Shares Value

Unvested at June 1, 2007 481,347 $ 92.37
Granted 175418 114.40
Vested {212,113) 86.16
Forfeited {18,667) 104.60
Unvested at May 31, 2008 424,985 $103.97

During the year ended May 31, 2007, there were 175,005 shares
of restricted stock granted with a weighted-average fair value of
$109.90. During the year ended May 31, 2006, there were 233,939
shares of restricted stock granted with a weighted-average fair
value of §90.12.

The following table summarizes information about stock option
vesting during the years ended May 31:

Stock Opticns
Vested Ouring Fair Value
the Year {in mitlions)
2006 3,366,273 $59
2007 3,147,642 65
2008 2,694,602 64

As of May 31, 2008, there was $136 million of total unrecog-
nized compensation cost, net of estimated forfeitures, related to
unvested share-based compensation arrangements. This com-
pensation expense is expected to be recognized on a straight-line
basis over the remaining weighted-average vesting period of
approximately two years.

Total shares outstanding or available for grant related to equity
compensation at May 31, 2008 represented 6.5% of the total out-
standing common and equity compensation shares and equity
compensation shares available for grant.

NOTE 10: COMPUTATION OF
EARNINGS PER SHARE

The calculation of hasic and diluted earnings per common share
for the years ended May 31 was as follows {in millions, except
per share amounts}):

2008 2007 2006

Metincome o $1.125 __ $2016 _ $1806
Weighted-average shares of

common stock outstanding 309 307 304

Common equivalent shares:
Assumed exercise of outstanding
dilutive options 14 18 19
Less shares repurchased from
proceeds of assumed

exercise of options 1) {14) {13)
Weighted-average common and common
. Squivalent shares outstanding _______ 1z 31 310
Basic earnings per common share___ $364 S 657 §53
Diluted earnings per commonshare ____$ 360 _$ 648§ 983
Antidilutive options excluded from
.. Uiluted earnings per common share ¢ a8 04 .=
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NOTE 11: INCOME TAXES

The net deferred tax liabitities as of May 31 have been classified
in the balance sheets as follows (in millions):

The components of the pravision for income taxes for the years 2008 2007
ended May 31 were as follows ({in millions): Current defesred tax asset $ 544 $ 536
2008 2007 2006 Noncurrent deferred tax liability {1,264} (897)
Current provision e 8 720) | 8(361)

Domestic: o . . .
Federal $514 § 829 § 719  We have 8404 million of net operating loss carryovers in various
State and local 74 72 79 foreign jurisdictions and $255 million of state operating loss carry-
Foreign 242 174 132 overs. The valuation allowance primarily represents amounts
830 1075 930 reserved for operating loss and tax credit carryforwards, which
Deferred provision {henefit} T expire over varying periods starting in 2009, As a result of this
Domestic: and other factors, we believe that a substantial portion of these

Federal M 62 129 deferred tax assets may not be realized.
State and local 2) 27 13 Unremitted earnings of our foreign subsidiaries amounted to
Foreign gf ]32 é; $147 million in 2008 and $43 million in 2007. We have not recog-
== nized deferred taxes for U.S. federal income tax purposes on the
$891  S1199  $1093 X purp

Pretax earnings of foreign operations for 2008, 2007 and 2006
were approximately $803 million, $648 million and $606 million,
respectively, which represents only a portion of total results
associated with international shipments,

A reconciliation of the statutory federal income tax rate to the
effective income tax rate for the years ended May 31 was as
follows:

2008 2007 2006
Statutory U.S. income tax rate 35.0% 35.0% 35.0%
Increase resulting from:
Goodwill impairment 6.8 - -
State and local income taxes,
net of federal henefit 21 20 2.1
Other, net 03 03 0.6
Effective tax rate 44.2% 37.3% 37.71%

Our 2008 tax rate increased primarily as a result of the goodwill
impairment charge described in Note 4, which is not deductible
for income tax purposes. Our 2007 tax rate of 37.3% was favorably
impacted by the conclusion of various state and federal tax audits
and appeals. The 2007 rate reduction was partially offset by tax
charges incurred as a result of a reorganization in Asia associ-
ated with our acquisition in China, as described in Note 3.

The significant components of deferred tax assets and liabilities
as of May 31 were as follows {in millions):

2008

Deferred Deferred
Tax Assets Tax Liabilities

2007
Deferred Deterred
Tax Assets Tax Liabilities

Property, equipment,

leases and intangibles  $§ 321 $1650 § 328  $1,655
Employee benefits am 398 406 53
Self-insurance accruals 359 - 350 -
Other 426 190 346 139

Net operating loss/credit
carryforwards 135 - 172 -
Valuation allowances {124) — {116) -
$1,518 $2238 $1,486 $1,847

unremitted earnings of our foreign subsidiaries that are deemed
to be permanently reinvested. Upon distribution, in the form of
dividends or otherwise, these unremitted earnings would be sub-
jectto U.S. federal income tax. Unrecognized foreign tax credits
would be available to reduce a partion, if not all, of the U.S. tax
liability. Determination of the amount of unrecognized deferred
U.S. income tax liahility is not practicable,

On June 1, 2007, we adopted FIN 48. The cumulative effect of adopt-
ing FIN 48 was immaterial to our retained earnings. Our liability for
income taxes under FIN 48 was $72 million at June 1, 2007, and
$88 million at May 31, 2008. The balance of accrued interest and
penalties was $26 millian en June 1, 2007, and $25 million on May
31, 2008. Total interest and penalties included in our statement of
operations is immaterial. The fiability recorded includes $57 million
at June 1, 2007, and $68 million at May 31, 2008, associated with
positions that if favorably resolved would provide a benefit to our
effective tax rate.

We file income tax returns in the U.5. and various foreign jurisdic-
tions. The U.S. internal Revenue Service is currently examining
our returns for the 2004 through 2006 tax years. We are no longer
subject to U.S, federal income tax examination for years through
2003 except for specific U.S. federal income tax positions that are
in various stages of appeal. No resolution date can be reasonably
estimated at this time for these audits and appeals. We are also
subject to ongeing audits in state, local and foreign tax jurisdic-
tions throughout the world.

A reconciliation of the beginning and ending amount of unrecog-
nized tax benefits is as follows {in millions):

Balance at June 1, 2007 572
Increases for tax positions taken in the current year 18
Increases for tax positions taken in prior years 9
Settlements {9}

BalanceatMay31,2008 . $88
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Included in the May 31, 2008 balance are $8 million of tax posi-
tions for which the ultimate deductibility or income inclusion is
certain but for which there may be uncertainty about the timing
of such deductibility or income inclusion. It is difficult to predict
the ultimate outcome or the timing of resolution for tax positions
under FIN 48. Changes may result from the conclusion of ongoing
audits or appeals in state, local, federal and foreign tax juris-
dictions, or from the resolution of various proceedings between
the U.S. and foreign tax authorities. Qur liahility for tax positions
under FIN 48 includes no matters that are individually material
to us. It is reasonably possible that the amount of the benefit
with respect to certain of our unrecognized tax positions will
increase or decrease within the next 12 months, but an estimate
of the range of the reasonably possible changes cannot be made.
However, we do not expect that the resolution of any of our tax
positions under FIN 48 will be material.

NOTE 12: RETIREMENT PLANS

We sponsor programs that provide retirement benefits to most
- of our employees. These programs include defined benefit pen-
sion plans, defined contribution plans and retiree healthcare
plans. The accounting for pension and postretirement healthcare
plans includes numerous assumptions, such as: discount rates;
expected long-term investment returns on plan assets; future sal-
ary increases; employee turnover; mortality, and retirement ages.
These assumptions most significantly impact our U.S. domestic
pension plans.

In 2007, we announced changes te significantly redesign cer-
tain of our retirement programs. Effective January 1, 2008, we
increased the annual company matching contribution under the
largest of our 401(k} plans covering most employees from $500
to @ maximum of 3.5% of eligible compensation. Employees not
participating in the 481{k} plan as of January 1, 2008 were auto-
matically enrolled at 3% of eligible pay with a company match
of 2% of eligible pay effective March 1, 2008, The full cost of
this benefitimprovement will accelerate over the next few years.
Effective May 31, 2008, benefits previously accrued under our
primary pension plans using a traditional pension benefit formula
were capped for most employees, and those benefits will be
payable beginning at retirement, Beginning June 1, 2008, future
pension benefits for most employees will be accrued under a
cash balance formula we call the Portable Pension Account.
These changes will not affect the benefits of current retirees
and terminated vested participants. In addition, these pension
plans were modified to accelerate vesting from five years to
three years effective June 1, 2008 for most participants.

A summary of our retirement plans costs over the past three
years is as follows (in millions):

2008 2007 2006
UJ.S. domestic and international
pension plans $323 $467 5425
U.S. domestic and international
defined contribution plans 216 176 167
Postretirement healthcare plans 17 55 73
$616 $698 $665

PENSION PLANS

Our largest pension plan covers certain U.S. employees age 21
and over, with at least one year of service. Eligible employees
as of May 31, 2003 were given the opportunity to make a one-
time election to accrue future pension benefits under either the
Portable Pension Account or a traditional pension benefit for-
mula. Benefits provided under the traditional formula are based
on average earnings and years of service, Under the Portable
Pension Account, the retirement benefit is expressed as a dol-
lar amount in a notional account that grows with annual credits
based on pay, age and years of credited service, and interest
on the notiona! account balance. Eligible employees hired after
May 31, 2003 accrue benefits exclusively under the Portable
Pension Account. We also sponsor or participate in nongualified
benefit plans covering certain of our U.S. employee groups and
other pension plans covering certain of our international employ-
ees. The international defined benefit pension plans provide
benefits primarily based on final earnings and years of service
and are funded in accordance with local practice. Where plans
are funded, they are funded in compliance with local laws.

POSTRETIREMENT HEALTHCARE PLANS

Certain of our subsidiaries offer medical, dental and vision cov-
erage to eligible U.S. retirees and their eligible dependents.
U.S. employees covered by the principal plan become eligible
for these benefits at age 55 and older, if they have permanent,
continuous service of at least 10 years after attainment of age 45
if hired prior to January 1, 1988, ar at least 20 years after attain-
ment of age 35 if hired on or after January 1, 1988. Postretirement
healthcare benefits are capped at 150% of the 1993 per capita
projected employer cost, which has been reached and, therefore,
these benefits are not subject to additional future inflation.

NEW ACCOUNTING PRONOUNCEMENT

As discussed in Note 1, we adopted the recognition and disclo-
sure provisions of SFAS 158 on May 31, 2007. The adoption of
SFAS 158 required recognition in the balance sheet of the funded
status of defined benefit pension and other postretirement benefit
plans, and the recognition in AQCI of unrecagnized gains or losses
and prior service costs or credits. The funded status is measured
as the difference between the fair value of the plan’'s assets and
the projected benefit obligation (“PB0") of the plan. The adoption
of SFAS 158 resulted in a $382 million charge to shareholders’
equity at May 31, 2007 through AOCI. At May 31, 2008, under the
provisions of SFAS 158, we recorded an increase to equity of
$469 million {net of tax} based on a $1 billion improvement in the
funded status of our retirement plans since May 31, 2007.

Additionally, SFAS 158 requires the measurement date for
plan assets and liabilities to coincide with the sponsor’s
year end. We currently use a February 28 {(February 29 in
2008} measurement date for our plans; therefore, this stan-
dard will require us to change cur measurement date to May
31 (beginning in 2009). We are reguired to make our transi-
tion election in the first quarter of 2009 and plan to elect the
two-measurement approach as our transition method. Under
the two-measurement approach, we complete two actu-
arial measurements, one at February 29, 2008 and the other at
June 1, 2008. For the transition period from February 29, 2008
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through June 1, 2008, we will record the net periodic benefit cost, net of tax, as an adjustment to beginning retained earnings
and the actuarial gains and losses, net of tax, as an adjustment to accumulated other comprehensive income in the first quar-
ter of 2009. The impact of adopting the measurement date provision on our financial statements is not expected to he material
to our financial position or results of operations, but will reduce our 2009 pension and retiree medical expense by approximately
$87 milfion under the two-measurement approach due to an increase in the discount rate and higher plan assets.

PENSION PLAN ASSUMPTIONS
Our pension cost is materially affected by the discount rate used to measure pension 0b||gat|ons the leve! of plan assets available to
fund those obligations and the expected long-term rate of return on plan assets.

We currently use a measurement date of February 28 (February 29 in 2008} for our pension and postretirement healthcare plans.
Management reviews the assumptions used to measure pension costs an an annual basis. Economic and market conditions at the
measurement date impact these assumptions from year 10 year and it is reasonably possible that material changes in pension cost
may be experienced in the future. Additional information about our pension plans can be found in the Critical Accounting Estimates
section of Management's Discussion and Analysis.

Actuarial gains or losses are generated for changes in assumptions and to the extent that actual results differ from those assumed.
These actuarial gains and losses are amortized over the remaining average service lives of our active employees if they exceed a
corridor amount in the aggregate.

Predominantly all of our plan assets are actively managed. The investment strategy for pension plan assets is fo utilize a diversified
mix of global public and private equity portfolios, together with public and private fixed income portfolios, to earn a long-term invest-
ment return that meets our pension plan obligations. Active management sirategies are utilized within the plan in an effort to realize
investment returns in excess of market indices.

The weighted-average asset allocations for our domestic pension plans at the measurement date were as follows {dollars in millions}:

Plan Assets at Measurement Date

2008 2007

Asset Class Actual Actual Target Actual Actual Target
Domestic equities $ 5694 49% 53% $ 57897 52% 53%

International equities 2,481 2 17 2413 21 17

Private equities 406 L] 5 314 3 5

Total equities 8,581 75 79 3,624 7% 75

Long duration fixed income securities 1,778 15 15 1,627 15 15

Other fixed income securities 1,302 11 10 1,049 9 10
$11,661 100% 100% $11,300 100% 100%

Establishing the expected future rate of investment return on our
pension assets is a judgmental matter. Management considers
the following factors in determining this assumption:

= the duration of our pension plan liahilities, which drives the
investment strategy we can employ with our pension plan
assets;

* the types of investment classes in which we invest our pension
plan assets and the expected compound geometric return we
can reasonably expect those investment classes to earn over
the next 10- to 15-year time period (or such other time period
that may be appropriate); and

= the investment returns we can reasonably expect our active
investment management pragram to achieve in excess of the
returns we could expect if investments were made strictly in
indexed funds.

We review the expected long-term rate of return on an annual
basis and revise it as appropriate. As part of our strategy to
manage future pension costs and net funded status volatility, we
are also in the process of reevaluating our pension investment
strategy. We are currently evaluating the mix of investments
between equities and fixed income securities, the cash flows of
which will more closely align with the cash flows of our pension
obligations.

To support our conclusions, we periodically commission asset/
liability studies performed by third-party professional investment
advisors and actuaries to assist us in our reviews. These stud-
ies project our estimated future pension payments and evaluate
the efficiency of the allocation of our pension plan assets into
various investment categories. These studies also generate
probability-adjusted expected future returns on those assets.
The studies performed or updated supported the reasonable-
ness of our expected rate of return of 8.5% for 2008 and 9.1% for
2007 and 2006. Dur estimated long-term rate of return on plan
assets remains at 8.5% for 2009. Our actual returns exceeded this
assumption for the 15-year period ended February 29, 2008.
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The following table provides a reconciliation of the changes in the pension and postretirement healthcare plans’ benefit obiigations
and fair value of assets over the two-year period ended May 31, 2008 and a statement of the funded status as of May 31, 2008 and

2007 (in millions):

Pension Plans

Postretirement Healthcare Plans

2008 2007 2008 2007

Accumufated Benefit Obligation ("ABO7) stz $11.558

Changes in Projected Benefit Obligation {"PB0") and
Accumulated Postretirement Benefit Obligation {"APB0") )

PBO/APBO at the beginning of year $12,209 $12,153 $ 525 $ 475
Service cost 518 540 35 K]
Interest cost 720 707 k]| 28
Actuarial {gain} loss {1,531} 590 {56} 9
Benefits paid : {318} (261) {40} {40)
Amendments 1 {1,551) - 5
Other 18 3 (3} 17

PBO/APBO attheendofyear ... sneir $12209  _....84%2 355

Change in Plan Assets

Fair value of plan assets at beginning of year $11,506 $10,130 $ - $ -
Actual return on plan assets 14 1,086 - -
Company contributions 548 524 64 23
Benefits paid {318) (261) . (40) (40}
Other 2 27 (24) 17

Fairvalue of plan assetsatendofyear . .. . snemw $11506 ... . I Sl

Funded Status of the Plans $ 262 § (703) $(492) $1(525)
Employer contributions after measurement date 15 2 5 4

Netamountrecognized ... s s .8 . sw87) _________8{520)

Amount Recognized in the Balance Sheet at May 31:

Noncurrent pension assets $ 827 $ 1 $ - 3 -
Current pension, postretirement healthcare

and other benefit obligations ' (32) (24) {30) {30)
Noncurrent pension, postretirement healthcare

and other benefit obligations (518) {658} {457) {491)

Netamountrecognized .. s G0 (111 S suen ________8(521)

Amounts Recognized in AOCI and nat yet reflected in
Net Periodic Benefit Cost:

Net actuarial loss {gain) $ 2,455 $ 3324 $(144) $ (97)
Prior service (credit} cost and other {1,362) {1,477) 2 2

L€ $1093 184 ] s(e) _________§.(%)

Amounts Recognized in AOCI and not yet reflected in
Net Periodic Benefit Cost expected to be amortized
in next year's Net Periodic Benefit Cost:

Net actuarial loss {gain) $ o $
Prior service credit and other {114} -

L I LX) . $.m

Our pension plans included the following components at May 31, 2008 and 2007 {in millions}:

Fair Value of Funded Net Amount
ABO PBG Plan Assets Status Dther™ Recognized

2008
Qualified $10,530 $ 10,831 $ 11,661 $ 827 $ - $ 827
Nonqualified 333 338 - {338) 7 (331)
International Plans 349 445 218 227) 8 {219)

ol e sn212._ | sne sner s $15__________sm

2007
Qualified $ 10,926 $ 11,487 $ 11,300 $(187) $ - ${187)
Nonqualified 314 326 - {326) 16 (310
International Plans 39 396 206 {190) 6 (184)

Mt $1155 | $12208  STI506____SUOY sz ... S8

1) Ameunts in “Other” represent emplover contributions after measurament date.

n
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At May 31, 2008 and 2007, the fair value of plan assets for pen-
sion plans with a PBO or an ABO in excess of plan assets were

as follows (in millions}:
PBO Exceeds the Fair Value
of Plan Assets

2008 2007

Pension Benefits
PBO $783 $12,085
Fair Value of Plan Assets 218 11,381
ABO Exceeds the Fair Value
of Plan Assets
2008 2007

Pension Benefits
PBO $782 $727
ABO 682 637
Fair Value of Plan Assets 217 206

The APBO exceeds plan assets for all of our postretirement
healthcare plans.

Plan funding is actuarially determined and is subject to certain tax
{aw limitations. International defined benefit pension plans provide
benefits primarily based on final earnings or final average earn-
ings and years of service and are funded in accordance with local
practice. Where plans are funded, they are funded in compliance
with local laws and income tax regufations. Amounts contributed
to these plans are notrecoverable by us. Wa made tax-deductible
voluntary contributions of $479 million in 2008 and $482 million in
2007 to our qualified U.S. domestic pension plans. We currently
expect to make tax-deductible voluntary contributions to our quali-
fied plans in 2009 at levels approximating those in 2008.

At the end of 2007 and prior to our adoption of SFAS 158, we
recorded a minimum pension liability on a plan-by-plan basis for
many of our pension plans for the ameunt by which the ABQ
exceeded the fair value of the plan assets, after adjusting for
previously recorded accrued or prepaid pension cost for the plan.
We subsequently eliminated the minimum pension liability bal-
ance and intangible assets related to our plans that had been
recorded prior to adoption. The minimum liability eliminated at
May 31, 2007 was $191 million.

Net periodic benefit cost for the three years ended May 31 were as follows {in millions):

Pension Plans Postretirement Healthcare Plans

2008 2007 2006 2008 2007 2006
Service cost $ 518 $ 540 $473 $35 $3 $42
Interest cost 720 07 642 k]| 28 32
Expected return on plan assets {985} (930) {811} - - -
Recognized actuarial losses {gains) and other 70 150 i 1 {4) {1}
Net periodic benefitcost ... $323 . $467_ 8425 .87 ¢ $55 ... $73

Decreases in pension costs from 2007 to 2008 are primarily the result of the plan changes discussed above and in Note 1. Increases
in pension costs from 2006 to 2007 are primarily the result of changes in discount rate.

Amounts recognized in other comprehensive income (“0CI") for 2008 for all plans were as follows (in millions}:

Postretirement Healthcare Plans
Gross Amount Net of Tax Amount

Pensign Plans
Gross Amount Net of Tax Amount

Net gain and other, arising during period 51685} $ (430} $(56) $(38)
{Loss) gain from settlements 17 {10} 6 4
Amortizations:
Prior service credit 13 10 - -
Actuarial {losses} gains and other {166} (104) 3 2
Total recognized in OC| $(755) $.(474) $(47) $(32)

Weighted-average actuarial assumptions for our primary U.S. pension plans, which represent substantially all of our PBO, are as

follows:
Pension Plans Postretirement Healthcare Plans
2008 2007 2006 2008 2007 2006

Discount rate used to determine benefit obligation ™ 6.96% 6.01% 591% 6.81% 6.08% 6.08%
Discount rate used to determine net periodic benefit cost 6.1 591 6.29 6.08 6.08 6.16
Rate of increase in future compensation levels

used to determine benefit obligation 4.5 447 346 - - -
Rate of increase in future compensation levels

used to determine net periodic benefit cost® 4.47 3.46 315 - - -
Expected long-term rate of return on assets 8.50 9.10 9.10 - - -

{1} The assumed interest rate usad to discaunt the estimated future benefit payments that have
(2] Aversge future salary increases based on age and years of service.

been accrued to date {the PBO) to their net present value.
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Benefit payments, which reflect expected future service, are
expected to be paid as follows for the years ending May 31 {in
millions):

Postretirement

Pension Plans  Healthcare Plans

2009 $ 362 $30
2010 442 )
2011 463 33
2012 537 35
2013 609 36
2014-2018 4,633 222

These estimates are based on assumptions about future events.
Actual benefit payments may vary significantly from these
estimates.

Future medical benefit claims costs are estimated to increase
at an annual rate of 9% during 2009, decreasing to an annual
growth rate of 5% in 2017 and thereafter. Future dental benefit
costs are estimated to increase at an annual rate of 6% dur-
ing 2009, decreasing to an annual growth rate of 5% in 2013 and
thereafter. A 1% change in these annual trend rates would not
have a significant impact on the APBO at May 31, 2008 or 2008
benefit expense because the level of these benefits is capped.

NOTE 13: BUSINESS SEGMENT
INFORMATION

FedEx Express, FedEx Ground and FedEx Freight represent our
major service lines and, along with FedEx Services, form the core
of our reportable segments. Our reportable segments include the
following businesses:

FedEx Express Segment  FedEx Express
{express transportation)
FedEx Trade Networks

{global trade services)

FedEx Ground

{small-package ground delivery)
FedEx SmartPost

{small-parcel consolidator)

FedEx Ground Segment

FedEx Freight Segment FedEx Freight LTL Group:
FedEx Freight {regional
LTL freight transportation)
FedEx National LTL
{long-haul LTL freight
transportation)
FedEx Custom Critical
{time-critical transportation)
- Caribbean Transportation Services

{airfreight forwarding)

FedEx Services (sales,
marketing and information
technology functions)

FedEx Office {document
and business services and
package acceptance)

FedEx Customer information
Services {“FCIS"}
{customer service,
killings and coliections})

FedEx Globa! Supply Chain
Services {logistics services)

FedEx Services Segment

The FedEx Services segment includes: FedEx Services, which
provides sales, marketing and information technology support;
FCIS, which is responsible for customer service, billings and
collections for FedEx Express and FedEx Ground; FedEx Global
Supply Chain Services, which provides a range of logistics ser-
vices to our customers; and FedEx Office.

During the fourth quarter of 2008, we decided to change the name
of FedEx Kinko's to FedEx Office. We believe the FedEx Office
name better describes the wide range of services available at our
retail centers and takes full advantage of the FedEx brand.

During the first quarter of 2008, FedEx Office was reorganized as
a part of the FedEx Services segment, FedEx Office provides retail
access to our customers for our package transportation busi-
nesses and an array of document and business services. FedEx
Services provides access to customers through digital channels
such as fedex.com. Under FedEx Services, FedEx Office benefits
from the full range of resources and expertise of FedEx Services
to continue to enhance the customer experience, provide greater,
more convenient access to the portfolio of services at FedEx,
and increase revenues through our retail network. As part of this
reorganization, we are pursuing synergies in sales, marketing,
information technology and administrative areas.

With this reorganization, the FedEx Services segment became
a reportable segment. Prior year amounts have been revised to
conform to the current year segment presentation. FedEx Office
continues to be treated as a reporting unit for purposes of good-
will and impairment testing.

Effective June 1, 2006, we moved FedEx Supply Chain Services,
Inc., the results of which were previously reported in the FedEx
Ground segment, into a new subsidiary of FedEx Services named
FedEx Global Supply Chain Services, Inc. The net operating costs
of this entity are allocated to FedEx Express and FedEx Ground.
Prior year amounts were not reclassified to conform to the
2007 segment presentation, as financial results were materially
comparable.

The costs of the sales, marketing and information technology
support provided by FedEx Services and the customer service
functions of FCIS, together with the normal, ongoing net oper-
ating costs of FedEx Global Supply Chain Services and FedEx
Dffice, are allocated primarily to the FedEx Express and FedEx
Ground segments based on metrics such as relative revenues

3
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or estimated services provided. We believe these allocations approximate the net cost of providing these functions. The $891 million
fourth quarter charge predominantly associated with the noncash impairment charges for the Kinko's trade name and goodwill was not
allocated to the FedEx Express or FedEx Ground segments, as this cost was unrelated to the core performance of those businesses.

Certain FedEx operating companies provide transportation and related services for other FedEx companies outside their reportable
segment. Billings for such services are based on negotiated rates, which we believe approximate fair value, and are reflected as
revenues of the billing segment. These rates are adjusted from time to time based on market conditions. Such intersegment revenues
and expenses are eliminated in the consolidated results and are not separately identified in the following segment information, as the
amounts are not material.

The operating expenses line item "Intercompany charges” on the accompanying unaudited financial summaries of our transportation
segments in Management's Discussion and Analysis of Operations and Financial Condition ("MD&A"} includes the allocations from the
FedEx Services segment to the respective transportation segments. The “Intercompany charges” caption also includes allocations for
administrative services provided between operating companies and certain other costs such as corporate management fees related to
services received for general corporate oversight, including executive officers and certain legal and finance functions. Management
evaluates transportation segment financial performance based on operating income.

The following table provides a reconciliation of reportable segment revenues, depreciation and amortization, operating incoeme (loss)
and segment assets to consolidated financial statement totals for the years ended or as of May 31 {in millions):

FedEx FedEx FedEx FedEx

Exprass Ground Freight Services Qther and Consolidated
_ Sagment Segmaent Segment" Segmant Eliminations _Total
Revenues
2008 $24.421 $6,751 $4,934 $2,138 $ (291) $37,953
2007 22,681 6,043 4,586 2,136 (232) 35,214
2006 21,446 5,306 3,645 2,088 {191) 32,294
Depreciation and amortization
2008 $ 943 $ 305 $ 27 $ 469 $ i $ 1,946
2007 856 268 195 420 3 1,742
2006 805 224 120 400 t 1,550
Operating income [loss}?
2008™ $ 1,901 $ 736 $ 329 $ (891) $ - $ 2075
2007 1,991 822 463 - - 3,276
2006 1,813 716 485 - - 3,014
Segment assets®
2008 $13,416 $2,770 $3.276 $4,651 $1520 - $25,633
2007 : 15,650 3,937 3,150 5,384 4,121} 24,000

2006 14,673 3318 2,245 3,807 (1,412) 22,690

{1) includes the operations of FadEx National LTL from the date of acquisition, September 3, 2006.

{2) Tha nat operating costs of tha FedEx Services segment, including FedEx Office, are allocated back to the transportation segments it supports. Prior year amounts have baen revised to conform to
the current year presentation.

13) FedEx Services segment aperaling expenses include a charge of approximately $891 million, predominantly refated to noncash impairment charges associated with the decision to minimize

the use of tha Kinko's trade name and goodwill resulting from the Kinko's acquisition. These charges were not allocated to our transportation segments, as the charges were unrelated to the core
performance of these businasses.

(4] FedEx Express aperating expenses include 8 $143 miflion charge associated with upfront compensation and benefits undar tha new pilat labar contract.

{5) includes a 879 million ona-time, noncash charge to edjust the accounting for certain facifity feases (375 miltion at FedEx Express).

() Segment assets inciude intercompany receivables.

The following table provides & reconciliation of reportable segment capital expenditures to consclidated totals for the years ended
May 31 {in millions):

fedEx FedEx FedEx FedEx
Express Ground Freight Services Consolidated
- Segmant Segment Segmant Segment Other Total
2008 . $1,716 $509 $266 $455 $1 $2,997
2007 1,672 489 287 432 2 2882

2006 1,408 487 274 345 4 2518
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The following table presents revenue by service type and geo-
graphic information for the years ended or as of May 31 {in
millions):

Revenue by Service Type

2008 2007 2006
FedEx Express segment:
Package:
U.S. overnight box $ 6578 $648 § 6422

U.S. overnight envelope 2,012 1,990 1,974

.S. deferred 2,995 2,883 2,853
Total domestic
package revenue 11,585 11,358 11,249
International Priority {IP} 1,666 6,722 6,139
International domestic " 663 370 199
Total package revenue 19,914 18,450 17,587
Freight;
us. 2,398 2412 2,218
International Priority Freight 1,243 1,045 - 840
International airfreight 406 394 434
Total freight revenue 4,047 3,851 3,492
Other® 460 380 367
Total FedEx Express segment 24,421 22,681 21,446
FedEx Ground segment 6,751 6,043 5,306
FedEx Freight segment® 4,934 4,586 3,645
FedEx Services segment 2,138 2,136 2,088
Other and Eliminations {291} {232) (191}
e aenna.o 337953 835214 $32204
Geographical Information
Revenues:
u.s. $27306 $26132 $24172
International 10,647 9,082 8122
_____________________________________ $31.953 _§35.214 _$3229%
Noncurrent assets:
us. $14920 $14191  $13.804
International 3,469 3,180 2,422
$18389 $17311 $16,226

{1} International domestic revenues include our international domestic express operations,
primarily in the United Kingdom, Canada, india and China. We reclassified the prior period
international domestic revenues previously included within other revenues to conform to the
current period presentatipn.

{2) Other revenues includes FedEx Trade Networks.

{3} Includes the operations of FedEx National LTL from the date of acquisition, September 3, 2006.
{4] International revenue includes shipments that either originate in or are destined ta locations
outside the United States. Noncurrent assets includa property and equipment, goodwill and ather
long-term assets. Flight equipment is allocated between geographic areas based on usage.

NOTE 14: SUPPLEMENTAL CASH
FLOW INFORMATION

Cash paid for interest expense and income taxes for the years
ended May 31 was as follows {in millions);

2008 2007 2006
Interest {net of capitalized interest) $100 $ 136 $145
Income taxes 816 1,064 880

NOTE 15: GUARANTEES AND
INDEMNIFICATIONS

In conjunction with certain transactions, primarily the lease, sale
or purchase of operating assets or services in the ordinary course
of business, we may provide routine guarantees or indemnifica-
tions (e.g., environmental, fuel, tax and software infringement},
the terms of which range in duration, and often they are not lim-
ited and have no specified maximum obligation. As a result, the
overall maximum potential amount of the obligation under such
guarantees and indemnifications cannot be reasanably estimated.
Historically, we have not been required to make significant pay-
ments under our guarantee or indemnification obligations and no
amounts have been recognized in our financial statements for the
underlying fair value of these obligations. :

Special facility revenue bonds have been issued by certain
municipalities primarily to finance the acquisition and construc-
tion of various airport facilities and equipment, These facilities
were leased to us and are accounted for as either capital leases
or operating leases. FedEx Express has unconditionally guaran-
teed $755 million in principal of these bonds {with total future
principal and interest payments of approximately $1.1 billion as
of May 31, 2008) through these leases. Of the $755 million bond
principal guaranteed, $204 million was included in capital lease
obligations in our balance sheet at May 31, 2008. The remaining
$551 million has been accounted for as operating leases.

NOTE 16: COMMITMENTS

Annual purchase commitments under various contracts as of
May 31, 2008 were as follows {in millions):

Aircraft-

Aircraft Related"? Qther® Total
2009 $965 $178 $561 $1,704
200 119 132 127 1,178
om 665 9 61 735
2012 3 - 56 87
2013 - - 33 33
Thereafter - - 134 134

{1) Primarity aircraft modificatians.
{2} Primarily vehicles, facilities, computers and advertising and promotions contracts.

The amounts reflected in the table above for purchase commit-
ments represent noncancelable agreements to purchase goods
or services. Commitments to purchase aircraft in passenger
configuration do notinclude the attendant costs to modify these
aircraft for cargo transport unless we have entered into non-
cancelable commitments to modify such aircraft. Open purchase

orders that are cancelable are not considered unconditional pur-

chase obligations for financial reporting purposes and are not
included in the table above.
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Included in our aircraft commitments are aircraft under our
Boeing 757-200 ("B757") and Boeing 777 Freighter {“B777F") pro-
grams. In 2007, we announced a multi-year program to acquire
and modify approximately 90 B757 aircraft to replace our narrow-
body fleet of Boeing 727-200 aircraft. As of May 31, 2008, we had
entered into agreements to purchase 23 B757 aircraft, in addition
to the 12 we already owned, under this program. In addition, dur-
ing 2007, we entered into an agreement to acquire 15 new B777F
aircraft and an optien to purchase an additional 15 B777F aircraft.
In connection with the decision to purchase the B777F aircraft,
we canceled an order with Airbus for 10 A380-800F aircraft. In
a settlement agreement with Airbus, we were provided, among
other things, credit memoranda applicable to the purchase of
goeds and services in the future. The net impact of this settle-
ment was immaterial to our 2007 results’and was recorded as an
operating gain during the fourth quarter of 2007.

Deposits and progress payments of $254 million have been made
toward aircraft purchases, options to purchase additional air-
craft and other planned aircraft-related transactions. Qur primary
aircraft purchase commitments include the B757 in passenger
configuration, which will require additional costs to modify for
cargo transport, and the new B777F aircraft. In addition, we
have committed to modify our DC10 aircraft for two-man cockpit
configurations. Future payments related to these activities are
included in the table above. Aircraft and aircraft-refated contracts
are subject to price escalations. The fellowing table is a summary
of the number and type of aircraft we are committed to purchase
as of May 31, 2008, with the year of expected delivery:

A300 B757 BI7IF MD1 Total
2009 4 16 - 2 22
2010 - 6 6 - 12
200 - 5 9 - 14
2012 - 2 - - 2
2013 - - - - -
Thereafter - - - - =
Total 4 29 15 2 50

NOTE 17: CONTINGENCIES

Wage-and-Hour, We are a defendant in a number of lawsuits
containing various class-action allegations of wage-and-hour
violations. The plaintiffs in these lawsuits allege, among other
things, that they were forced to work “off the clock,” were not
paid overtime or were not provided work breaks or other benefits.
The compiaints generally seek unspecified monetary damages,
injunctive relief, or bath.

In February 2008, one of these wage-and-hour cases, Wiegele
v. FedEx Ground, was certified as a class action by a California
federal court, and in April 2008, the U.S, Court of Appeals for
the Ninth Circuit denied our petition to review the class certifi-
cation ruling. The class certification ruling, however, does not
address whether we will ultimately be held liable. The plaintiffs
in Wiegele represent a class of FedEx Ground sort managers and
dock service managers in Cglifornia from May 10, 2002 to pres-
ent, The plaintiffs allege that FedEx Ground has misclassified the
managers as exempt from the overtime requirements of California

wage-and-hour laws and is correspondingly liable for failing to
pay them overtime compensation and for failing to provide them
with rest and meal breaks.

We have agreed to settle two wage-and-hour lawsuits against
FedEx Ground for an immaterial amount and executed a settle-
ment agreement, which awaits caurt approval. We have denied
any liability and intend to vigorously defend ourselves in the other
wage-and-hour lawsuits, including Wiegele. We do not believe
that any loss is probable in these other lawsuits, and given the
nature and status of the ¢laims, we cannot yet determine the
amount or a reasonable range of potential loss, if any.

Independent Contractor — Estrada and Mason. Estrada v.
FedEx Ground is a class action involving single-route contrac-
tors in California. In August 2007, the California appellate court
affirmed the trial court's ruling in Estrada that a limited number

. of California single-route contractors {most of whom have not

contracted with FedEx Ground since 2001) should be reimbursed
as employees for some of their operating expenses. The Supreme
Court of California has affirmed the appellate court’s liability and
class certification decisions. The case has been remanded to the
trial court for reconsideration of the amount of such reimburs-
able expenses and attorneys’ fees. Forty of the class members
from the Estrada litigation have filed another lawsuit (entitled
Mason) seeking reimbursement of expenses for the post-Estrada
period (January 1, 2005 to present). The forty plaintiffs continued
to provide pickup-and-delivery services to FedEx Ground after
the damages period terminated in Estrada (December 31, 2004).
We do not expect to incur a material loss in the Estrada and
Mason matters.

independent Contractor — Other Lawsuits and State Admini-
strative Proceedings. FedEx Ground is involved in approximately
45 other class-action lawsuits (including 21 that have been
certified as class actions), several individual lawsuits and
approximately 30 state tax and other administrative proceedings
that claim that the company’s awner-operators should be treated
as employees, rather than independent contractors.

Most of the class-action lawsuits have been consolidated for
administration of the pre-trial proceedings by a single federal
court, the U.S. District Court for the Northern District of Indiana.
With the exception of recently filed casas that have been or
will be transferred to the multidistrict litigation, discovery and
class certification briefing are now complete. In October 2007,
we received a decision from the court granting class certifica-
tion in a Kansas action alleging state law claims on behalf of
a statewide class and federal law claims under the Employee
Retirement Income Security Act of 1974 on behalf of a nationwide
class. In January 2008, the U.S. Court of Appeals for the Seventh
Circuit declined our request for appellate review of the class
certification decision, In March 2008, the court granted class
certification in 19 additional cases and denied it in nine cases.
The court has not yet ruled on class certification in the other
cases that are pending in the multidistrict litigation. Motions for
summary judgment on the classification issue {/.e., independent
contractor vs. employee) are pending in all 20 of the cases that
have heen certified as class actions.
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In January 2008, one of the contractor-model fawsuits that is
not part of the multidistrict litigation, Anfinsen v. FedEx Ground,
was certified as a class action by a Washington state court. The
plaintiffs in Anfinson represent a class of FedEx Ground single-
route, pickup-and-delivery owner-operators in Washington from
December 21, 2001 through December 31, 2005 and allege that
the class members should be reimbursed as employees for their
uniform expenses and should receive overtime pay. The Anfinson
case is scheduled for trial in October 2008. The other contractor-
model lawsuits that are not part of the multidistrict litigatian are
not as far along procedurally as Anfinson.

FedEx Ground is also involved in several lawsuits, including
three purported class actions, brought by drivers of the com-
pany's independent contractors who claim that they were jointly
employed by the contractor and FedEx Ground.

Adverse determinations in these matters could, among other
things, entitle certain of our contractors and their drivers to the
reimbursement of certain expenses and to the benefit of wage-
and-hour laws and result in employment and withholding tax and
benefit liability for FedEx Ground, and could result in changes
to the independent contractor status of FedEx Ground’s awner-
operators. We believe that FedEx Ground's owner-operators are
praperly classified as independent contractors and that FedEx
Ground is not an employer of the drivers of the company's
independent contractors. Given the nature and status of these
lawsuits, we cannot yet determine the amount or a reasonable
range of potential loss, if any, but it is reasonably possible that
such potential loss or such changes to the independent contrac-
tor status of FedEx Ground's owner-operators could be material,
However, we do not believe that a material loss is probable in
any of these matters.

Independent Contractor — IRS Audit On December 20, 2007, the
Internal Revenue Service {“IRS") informed us that its audit team
had concluded an audit for the 2002 calendar year regarding
the classification of owner-operators at FedEx Ground. The IRS
has tentatively concluded, subject to ongoing discussions with
us, that FedEx Ground's pickup-and-delivery owner-operators
should be reclassified as employees for federal employment tax
purposes. The IRS has indicated that it anticipates assessing tax
and penalties of $319 million plus interest for 2002. Substantially
all of the IRS’s tentative assessment relates to employment and
withholding taxes for the 2002 calendar year and, if paid by the
company, would be fully deductible. Similar issues are under
audit by the IRS for calendar years 2004 through 2006. We are
in discussions with the IRS audit team and expect that & final
resolution of this matter will not occur for some time. We believe
that we have strong defenses to the IRS's tentative assessment
and will vigorously defend our pasition, as we continue to believe
that FedEx Ground's owner-operators are independent contrac-
tors. Given the preliminary status of this matter, we cannot yet
determine the amount or a reasonabie range of potential loss.
Howaver, we do not believe that loss is probable.

Independent Contractor — Shareholder Derivative Lawsuits. The
Plumbers and Pipefitters Local 51 Pensicn Fund and the Western
Pennsylvania Bricklayers Pension Fund have each filed share-
holder derivative lawsuits in Tennessee federal court naming
FedEx Corporation as a nominal defendant and the members

of the Board of Directors of FedEx Corperation as defendants
{the Plumbers and Pipefitters suit was filed in May 2008 and the
Bricklayers suit was filed in June 2008). The derivative lawsuits,
which are purportedly brought to assert the rights of FedEx
Corporation, assert claims against the Board members for breach
of fiduciary duty, abuse of control, gross mismanagement, waste
of corporate assets and unjust enrichment in connection with the
management of FedEx Ground — in particular, the classification
of FedEx Ground’s owner-operators as independent contrac-
tors. Given the preliminary status of these matters, we cannot
yet determine the amount or a reasonable range of potential loss.
However, we do not believe that any loss is probable.

Antitrust — FedEx Freight Fue! Surcharge. in July 2007, a pur-
ported antitrust class-action lawsuit was filed in California federal
court, naming FedEx Corporation (particularly FedEx Freight
Corporation and its LTL freight subsidiaries) and several other
major LTL freight carriers as defendants. The lawsuit alleges that
the defendants conspired to fix fuel surcharge rates in violation of
federal antitrust laws and seeks injunctive relief, treble damages
and attorneys’ fees. Since the filing of the original case, numer-
ous similar cases have been filed against us and other LTL freight
carriers, each with allegations of conspiracy to fix fuel surcharge
rates along with other refated allegations. The U.S. Judicial Panel
on Multidistrict Litigation has consclidated these cases for admin-
istration of the pre-trial proceedings by a single federal court, the
U.S. District Court for the Northern District of Georgia. We do not
believe that any loss is probable, and given the nature and status
of the claims, we cannot yet determine the amount or a reason-
able range of potential loss, if any, in these matters.

Other, FedEx and its subsidiaries are subject to other legal pro-
ceedings that arise in the ordinary course of their business. In the
apinion of management, the aggregate liability, if any, with respect
to these other actions will not have a material adverse effect on
our financial position, results of operations or cash flows.

Additional informatien about our contingencies can be found
in the Critical Accounting Estimates section of Management's
Discussion and Analysis.

NOTE 18: RELATED PARTY
TRANSACTIONS

Our Chairman, President and Chief Executive Officer, Frederick
W. Smith, currently holds an approximate 10% ownership interest
in the National Football League Washington Redskins profes-
sional football team {"Redskins”) and is a member of its board of
directors. FedEx has a multi-year naming rights agreement with
the Redskins granting us certain marketing rights, including the
right to name the Redskins’ stadium “FedExField.”

n
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NOTE 19: SUMMARY OF QUARTERLY OPERATING RESULTS (UNAUDITED)

First Second Third Fourth
{in millions, except per share amounts) Quarter Quarter® Quarter Quarter®
2008
Revenues $9,199 $9,451 $9.437 $9,866
Operating income {loss) 814 ' 783 641 {163)
Netincome {loss} 494 479 393 {241}
Basic earnings {loss) per common share 1.50 155 1.27 {0.78}
Diluted earnings {loss) per common share 1.58 1.54 1.26 (0.78)
2007
Revenues $8,545 $8,926 $8,592 $9,151
Operating income 784 839 641 1,012
Netincome 475 sn 420 610
Basic earnings per commaon share 1.55 167 1.37 1.98
Diluted earnings per common share 1.53 1.54 1.35 1.96

{1} Resuits for the second guarter of 2007 include 2 $143 million charga at FedEx Exprass associated with upfront compensation and benefits under the new pilot lebor contract. The impact of
this rew contract on second quarter net income was approximataly $78 million net of tax, or $0.25 per diluted share. Additionally, FedEx National LTLs financial results have been includad from

September 3, 2008 {the date of acquisition),

{2) Results for tha fourth quarter of 2008 include a charge of approximately $891 million (8696 million, net of tax, or 82.22 per diluted share), predominantly related to noncesh impairment chasges
associated with the dacision to minimize the use of tha Kinka's trade name and goodwill rasulting from the Kinko's acquisition. The earnings per share impact of the impairment charge differs for the
fourth quarter and full year due to differances in the weighted-average number of shares outstanding.
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NOTE 20: CONDENSED CONSOLIDATING FINANCIAL STATEMENTS

We are required to present condensed consolidating financial information in order for the subsidiary guarantors {other than FedEx
Express) of our public debt to continue to be exempt from reporting under the Securities Exchange Act of 1934.

The guarantor subsidiaries, which are wholly owned by FedEx, guarantee approximately $1.2 hillion of cur debt. The guarantees are
full and unconditiona! and joint and several. Our guarantor subsidiaries were not determined using geographic, service line or other
simitar criteria, and as a result, the “Guarantor” and “Non-Guarantor” columns each include portions of our domestic and international
operations. Accordingly, this basis of presentation is not intended to present our financial condition, resuits of operations or cash flows
for any purpose other than to comply with the specific requirements for subsidiary guarantor reporting.

Condensed consolidating financial statements for our guarantor subsidiaries and non-guarantor subsidiaries are presented in the
following tables {in millions):

CONDENSED CONSOLIDATING BALANCE SHEETS

May 31, 2008
Guarantor Non-Guarantor
Parent Subsidiaries Subsidiaries Eliminations Consolidated
ASSETS
Current Assets
Cash and cash equivalents $ 1.1 $ 166 $ 212 $ - $ 1,539
Receivables, lgss allowances 4 3310 1,083 (38) 4,359
Spare parts, supplies and fuel, prepaid expenses
and other, less allowances 10 70 82 - 802
Deferred income taxes - 512 32 - 544
Total current assets 1,115 4,698 1,469 {38} 1,244
Property and Equipment, at Cost 24 26,658 ) 2,623 - 29,305
Less accumulated depreciation and amortization 16 14,578 1,233 - 15,827
Net property and equipment 8 12,080 1,390 - 13.478
{ntercompany Receivable 1,902 - 333 {2,235) -
Goodwill - 2,299 866 - 3,165
Investment in Subsidiaries 11,683 2,618 - (14,361) -
Pension Assets 813 1 13 - 827
Qther Assets n 144 153 {359) 919
TSSO 1.1 -/ S $22500 $a22a S(16993) _  $25633
LIABILITIES AND STOCKHOLDERS' INVESTMENT
Current Liabilities
Current portion of long-term debt $ 500 $ - s 2 $ - $ 502
Accrued salaries and employee benefits 4 881 196 - 1,118
Accounts payable 1 1,774 448 (38) 2,195
Accrued expenses 23 1,309 229 = 1,553
Total current liabilities ' 575 3,956 875 (38) 5,368
Long-Term Debt, Less Current Portion 149 756 § - 1,506
Intercompany Payable - 2,235 - {2,235) -
Other Liabilities
Deferred income taxes - 1,518 105 {359) 1,264
Other liabilities 288 2,549 132 - 2,969
Total other long-term liabilities 288 4,067 237 {359) 4,233
Stockholders’ Investment 14,290 11,486 3 {14,361) 14,526

$15,902 $ 22,500 $4,224 ${16,993} $25,633
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_ May 31, 2007 o
Guarantor Non-Guarantor
Parent Subsidiarigs Subsidiaries Eliminations Consolidated
ASSETS
Current Assets
Cash and cash equivalents $ 1.2 $ 124 $ 233 3 - $ 1,569
Receivables, less allowances - 3,029 848 (35) 3,942
Spare parts, supplies and fuel, prepaid expenses
and other, less allowances 7 500 75 - 582
Deferred income taxes - 505 3 - 536
Total current assets 1,219 4,158 1,287 {35} 6,629
Property and Equipment, at Cost 22 24,681 2,387 - 27,090
Less accumulated depreciation and amortization 14 13,422 1,018 - 14,454
Net property and equipment B 11,259 1,369 - 12,636
Intercompany Receivahle - 924 539 {1,463} -
Goodwill - 2,687 830 - 3497
Investment in Subsidiaries 14,588 3340 - (17,928} -
Other Assets 570 457 755 {644} 1,238
............................................................... $16485 822805 ' 84780 ${20070) _____ $24,000
LIABILITIES AND STOCKHOLDERS' INVESTMENT
Current Liabilities
Current portion of long-term debt £ 551 $ 85 § 3 g - $ 639
Accrued salaries and employee benefits 60 1,079 215 - 1,354
Accounts payable 37 1,563 443 {32} 2,016
Accrued expenses 36 1,197 189 (3) 1419
Total current liabilities 684 3,924 855 {35) 5428
Long-Term Debt, Less Current Portion 1,248 757 2 - 2,007
Intercompany Payable 1,463 ~ - {1,463} -
Other Liabilities
Deferred income taxes - 1,262 279 {644} 897
Other liabilities 451 2,445 116 — 3m2
Total other long-term liabilities 451 3,707 395 (644) 3909
Stockholders’ Investment 12,639 14,417 3,528 (17,928) 12,656
516,485 $ 22,805 $4,780 $(20,070} $ 24,000
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Year Ended May 31, 2008

Guarantor Non-Guarantor
Parent Subsidiariss Subsidiaries Eliminations Consolidated
REVENUES $ - $ 31,464 $ 6,860 $ (3Nn) $37,953
OPERATING EXPENSES:
Salaries and employee benefits 98 11,660 2,444 - 14,202
Purchased transportation - 3.216 1,322 {91) 4,447
Rentals and landing fees L 2127 313 {3} 2.4
Depreciation and amertization 2 1,651 293 - 1,946
Fuel - 4,272 324 - 4,536
Maintenance and repairs 1 1,907 160 - 2,068
Impairment charges - 382 - - a8z
Intercompany charges, net {204) (94} 298 - -
Other 99 4,400 1,074 {277) 5,296
- 30,021 6,228 {311) 35,878
OPERATING INCOME - 1,443 632 - 2,075
OTHER INCOME (EXPENSE}:
Equity in earnings of subsidiaries 1,125 310 - (1,435) -
Interest, net (44) 4 {14) - (54}
Intercompany charges, net 51 (66) 15 - -
Other, net {7} 3 {1) - {5}
INCOME BEFORE INCOME TAXES 1,125 1,694 632 {1,435) 2,016
Provision for income taxes - 687 204 - 891
NETINCOME e B S s a8 S04 $ 1125
Year Endec May 31, 2007
Guarantor Non-Guarantor
Parent Subsidiaries Subsidiaries Eliminations Consolidated
REVENUES 5 - $29,894 $56M $ (351 $35,214
OPERATING EXPENSES:
Salaries and employee benefits 103 11,632 2,005 - 13,740
Purchased transportation - 2,964 944 (35) 3873
Rentals and landing fees 3 2,082 261 3} 2,343
Depreciation and amortization 2 1,513 221 - 1,742
Fuel - 3317 216 - 3,533
Maintenance and repairs 1 1,830 121 - 1,952
Intercompany charges, net {193) (¥70) 363 - -
Other 84 4,133 851 {313} 4,755
- 27,301 4,988 (351} 31,938
OPERATING INCOME - 2,593 683 - 3276
OTHER INCOME {EXPENSE}:
Equity in earnings of subsidiaries 2,016 390 - (2,406) -
Interest, net {22) {29) (2 - (53)
Intercompany charges, net 29 {34) 5 - -
Other, net {7 - 1] - {8)
INCOME BEFORE INCOME TAXES 2,016 2920 685 {2,406) 3215
Provision for income taxes - an 228 - 1,199
NET INCOME $2,016 $ 1949 $ 457 £12,406} $2m
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Year Ended May 31, 2006

Guarantor Non-Guarantor
Parent Subsidiarias Subsidiaries Eliminations Consolidated
REVENUES 5 - $28,310 $4,325 $ (341} $32,294
OPERATING EXPENSES:
Salaries and employee benefits 81 11,046 1,444 - 12,57
Purchased transportation - 2,642 627 (18} 3,251
Rentals and landing fees 4 2,163 27% 3 2,390
Depreciation and amortization 2 1,401 147 - 1,550
Fuel : - 3,128 128 - 3,256
Maintenance and repairs 1 1,709 67 - 1,777
Intercompany charges, net {164 {229) 393 - -
Other 76 4008 721 {320) 4,485
- 25,868 3,753 {341} 29,280
OPERATING INCOME - 2,442 572 - 3,014
OTHER INCOME {EXPENSE):
Equity in earnings of subsidiaries 1,806 327 - (2,133) -
Interest, net {47) {57} - - (104}
Intercompany charges, net 55 {(78) 23 - -
Other, net {8) {4) 1 - (1)
INCOME BEFORE INCOME TAXES 1,806 2,630 596 (2,133) 2,899
Provision forincome taxes - 876 217 - 1,093
NETINCOME e $1806 8784 . $.319 $12133)_______.8 1806
CONDENSED CONSOLIDATING STATEMENTS OF CASH FLOWS
_ Year Ended May 31, 2008
Guarantor Non-Guaranter
Parent Subsidiaries Subsidiaries Eliminations Consolidated
CASH PROVIDED BY (USED IN) OPERATING ACTIVITIES $  (48) $ 3,072 $ 456 § - $ 3484
INVESTING ACTIVITIES
Capital expenditures (1) (2.683) (263) - {2,947}
Business acquisitions, net of cash acquired - - {4) - (4l
Collection on {payment of} loan to Parent (5,971) 5971 - - -
Proceeds from asset dispositions and other - 34 20 - 54
CASH (USED IN) PROVIDED BY INVESTING ACTIVITIES {5,972} 3322 (247} - (2,897}
FINANCING ACTIVITIES
Net transfers (to} from Parent 463 {296) (167} - -
Dividend paid {to} from Parent 5,971 (5,971} - - -
Principal payments on debt {551} (85} (3) - (639)
Proceeds from stock issuances 108 - - - 108
Excess tax benefits on the exercise of stock options K} - - - 38
Dividends paid {124) - - - {124
Other, net . - - - - -
CASH {(USED IN) PROVIDED BY FINANCING ACTIVITIES 5.905 (6,352) (170) - {617}
CASH AND CASH EQUIVALENTS
Net (decrease) increase in cash and cash equivalents {111) 42 39 - {30}
Cash and cash equivalents at beginning of period 1,212 124 233 - 1,569
Cash and cash equivalents at end of perigd $ 1101 $ 166 § 272 $ - $ 1539




NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

CONDENSED CONSOLIDATING STATEMENTS OF CASH FLOWS

Year Ended May 31, 2007

Guarantor Non-Guarantor
Parent Subsidiaries Subsidiaries Eliminations Consolidated

CASH PROVIDED BY (USED IN) OPERATING ACTIVITIES $ {57) $ 2 $ 8719 $- $ 3563
INVESTING ACTIVITIES

Capital expenditures {1 {2,631) o (250) - {2,882)

Business acquisitions, net of cash acquired {175} {36) {1,099) - {1,310}

Proceads from asset dispositions - 47 21 - 68
CASH USED IN INVESTING ACTIVITIES {176) {2,620 {1,328) - {4,124)
FINANCING ACTIVITIES

Net transfers {to} from Parent {578) 40 538 - -

Principal payments on debt {700} {206) - - {906)

Proceeds from debt issuance 999 85 - - 1,054

Proceeds from stock issuances 115 - - - 115

Excess tax benefits on the exercise of stock options 45 - - - 45

Dividends paid (110) - - - {110}

(Other, net {5) - - - {5}
CASH PROVIDED BY {USED IN) FINANCING ACTIVITIES {234) {111} 538 - 193
CASH AND CASH EQUIVALENTS
Net (decrease) increase in cash and cash equivalents {467} 10 89 - (368}
Cash and cash equivalents at beginning of period 1,679 114 144 - 1,937
Cash and cash equivalents atend ofpeviod $1212 .8 14 8.2 L Soo $.1.589

Year Endad May 31, 2006
Guarantor Non-Guarantor
Parent Subsidiaries Subsidiaries Eliminations Consolidated

CASH PROVIDED BY (USED IN} OPERATING ACTIVITIES $ (69) § 3418 $ 327 $ - $ 3676
INVESTING ACTIVITIES

Capital expenditures (4) {2,321} {193) - {2,518)

Proceeds from asset dispositions - 58 6 - 64
CASH USED IN INVESTING ACTIVITIES 4) {2,263} {187) - {2,454}
FINANCING ACTIVITIES

Net transfers (to) from Parent 1,215 {1,073} (142} - -

Principal payments on debt (250} (119} - - (369)

Proceeds from stock issuances 144 - - - 144

Dividends paid {97 - - - {97

Other, net {2) - - - {2)
CASH (USED IN) PROVIDED BY FINANCING ACTIVITIES 1,010 (1,192) {142) - {324)
CASH AND CASH EQUIVALENTS
Netincrease (decrease) in cash and cash equivalents 937 {37} {2) - 898
Cash and cash equivalents at beginning of period 742 151 146 - 1,039
Cash and cash equivalents at end of period $1,679 § 14 $ 14 $ - $ 1,937
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FEDEX CORPORATION

REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

The Board of Directors and Stockholders
FedEx Corporation

We have audited the accompanying consolidated balance sheets of FedEx Corporation as of May 31, 2008 and 2007, and the refated
consolidated statements of income, changes in stockholders’ investment and comprehensive income, and cash flows for each of the
three years in the period ended May 31, 2008. These financial statements are the responsibility of the Company’s management. Qur
responsibility is to express an opinion on these financial statements based on our audits,

We conducted our audits in accordance with the standards of the Public Company Accounting Oversight Board {United States). Those
standards require that we plan and perform the audit to obtain reasonable assurance about whether the financial statements are free
of material misstatement. An audit includes examining, on a test basis, evidence supporting the amounts and disclosures in the financial
statements. An audit also includes assessing the accounting principles used and significant estimates made by management, as well
as evaluating the overall financial statement presentation. We believe that our audits provide a reascnable basis for our opinion.

In our opinion, the financial statements referred to above present fairly, in all material respects, the consolidated financiat position
of FedEx Corporation at May 31, 2008 and 2007, and the consolidated results of its operations and its cash flows for each of the three
years in the period ended May 31, 2008, in conformity with U.S. generally accepted accounting principles.

As discussed in Note 1 to the consolidated financial statements, effective June 1, 2006, the Company adopted Statement of Financial
Accounting Standards ("SFAS”} No. 123 (revised 2004), “Share-Based Payment,” and effective May 31, 2007 the Company adopted
SFAS No. 158, “Employer's Accounting for Defined Benefit Pension and Other Postretirement Benefit Plans—An Amendment of FASB
Statements No. 87, 88, 106 and 132(R).”

We also have audited, in accordance with the standards of the Public Company Accounting Oversight Board (United States), FedEx
Corporation’s internal control over financial reporting as of May 31, 2008, based on criteria established in Internal Control - Integrated
Framewark issued hy the Committee of Sponsgring Organizations of the Treadway Commission and aur report dated July 10, 2008
expressed an unqualified opinion thereon.

St ¥ LLP

Memphis, Tennessee
July 10, 2008




SELECTED FINANCIAL DATA

FEDEX CORPORATION

The following table sets forth (in millions, except per share amounts and other aperating data) certain selected consolidated financial
and operating data for FedEx as of and for the five years ended May 33, 2008. This information should be read in conjunction with the
Consolidated Financial Statements, Management's Discussion and Analysis of Results of Operations and Financial Condition and other

financial data appearing elsewhere in this Report.

2008 2007 2006 2005% 20045

Operating Results
Revenues $ 37,953 $ 35214 $ 32294 $ 29,363 $ 24710
Operating income 2075 3276 3014 2,47 1,440
Income before income taxes 2,016 3,215 2,899 2,313 1,319
Netincome e W25 2006 .. 1806 . 1449 .....B%8
Per Share Data
Earnings per share:

Basic $ 364 $ 657 $ 594 $ 4381 $ 280

Diluted $ 380 $ 648 $ 583 § 4n $ 276
Average shares of common stock outstanding 308 307 304 m 289
Average common and common

equivalent shares outstanding 32 n 310 307 304
Cash dividends declared $ 030 $§ 0y $ 033 $ 029 $ 02%
Financial Position
Property and equipment, net $ 13,478 $ 12,636 $ 10,770 $ 9643 $ 98,037
Total assets 25,633 24,000 22,690 20,404 19,134
Long-term debt, less current portion 1,506 2,007 1,592 2427 2,837
Comman stockholders’ investment 14,526 12,656 11,511 9,588 8,036
Other Qperating Data
FedEx Express aircraft fleet 677 669 671 670 645
Average full-time equivalent employees and contractors 254,142 241,903 221677 215,838 195,838

{1) Results for 2008 include a charge of approximately $891 million (SB35 million, net of tax, or §2.23 per diluted share] recorded during the fourth quarter, predeminanty related to noncash
impairment charges associated with the decision to minimize the use of the Kinko's trade name and goodwill resufting from the Kinko's acquisition. See Note 4 to the accompanying consolidated

financial statements. Additionally, results for 2008 and 2007 include several 2007 acquisitions as described in Note 3 te the accompanying financial statements.

{2) Resuits for 2007 include a $143 million charge at FedEx Express associated with upirant compensation and benefits under the new labor contract with our pilots. See Note 1 to the accompanying

consolidated financial stat

{3) Resuits for 2006 inciude a $79 million (849 miliion, net of tax, or $0.16 per diluted share) charge to adjust the accounting for certain facifity Jeases, predominantly at FedEx Exprass. See Note 7 to

the accompanying consolidated financial statements.

{4) Resuirs for 2005 include a $48 million ($31 miffion, net of tax, or $0.10 per diluted share) Airtine Stabilization Act charge at FedEx Express and a $12 million or 80.04 per diluted share benefit from an

income tax adjustment.

{5+ Results for 2004 includa $435 million (8270 million, nat of tax, or $0.89 per diluted share) of business reatignment costs and a $37 miliian, or $0.12 per diluted share, benefit related 1o a favorable ruling
on an aircraft engine maintenance tax case and the reduction of our effective tax rate. Additionally, FedEx OFfice financial results have been included from February 12, 2004 {the date of acquisition).
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FEDEX CORPORATION

CORPORATE INFORMATION

FedEx Corporation: 942 South Shady Grove Road, Memphis,
Tennessee 38120, (901) 818-7500, fedex.com

Annual Meeting of Shareowners: Monday, September 29, 2008,
10:00 a.m. local time, The Peabody Hotel, Grand Ballroom,
149 Union Avenue, Memphis, Tennessee 38103.

Stock Listing: FedEx Corporation’s common stock is listed on
the New York Stock Exchange under the ticker symbo! FDX.

Shareowners: As of July 14, 2008, there were 18,589 shareowners
of record.

Market Intormation: Following are high and low sale prices and
cash dividends paid, by quarter, for FedEx Corporation’s common
stock in 2008 and 2007

First Quaner Sacoed Quarter Third Quarter Faurth Quzrter
FY 2008
High $119.10 $111.29 $101.53 $99.46
Low 99.30 91.10 80.00 82.50
Dividend 0.10 0.10 0.10 0.10
FY 2007
High $118.74 $119.21 $121.42 $116.76
Low 97.79 99.34 106.63 104.01
Dividend 0.09 0.09 0.09 0.09

Financial Information: Copies of FedEx Corporation’s Annual
Report on Form 10-K, other documents filed with the Securities
and Exchange Commission (SEC) and other financial and statis-
tical information are availabie through our Web site at fedex.com.
Company documents filed electronically with the SEC can

also he found at the SEC's Web site at www.sec.gov. You will
be mailed a copy of the Form 10-K upon request to: FedEx
Corporation Investor Relations, 942 South Shady Grove Road,
Memphis, Tennessee 38120, (301) 818-7200, e-mail:
ir@fedex.com.

SEC and NYSE Certifications: The most recent certifications
by our principal executive and financial officers pursuant to
Section 302 of the Sarbanes-Oxley Act of 2002 are filed as
exhibits to our Form 10-K. We have also filed with the New York
Stock Exchange the most recent Annual CEO Certification as
required by section 303A.12{a) of the NYSE Listed Company
Manual.

Independent Registered Public Accounting Firm:
Ernst & Young LLP, Memphis, Tennessee

Customer Service: Call 1-800-Go-FedEx or visit fedex.com.

Media Inquiries: Jesse W. Bunn, Staff Director, Marketplace
Communications, FedEx Corporation, 942 South Shady Grove
Road, Memphis, Tennessee 38120, (301) 818-7463,

e-mail: mediarelations@fedex.com

Shareowner Account Services: Computershare Investor
Services, P0. Box 43069, Providence, Rhode Island 02940-3069,
(800} 446-2617, www.computershare.com

Birect Stock Purchase and Dividend Reinvestment:

For information on the direct stock purchase and dividend
reinvestment plan for FedEx Corporation common stock, call
Computershare at (800) 446-2617 or visit their direct stock
purchase plan Web site at www.computershare.com. This plan
provides an alternative to traditional retail brokerage methods of
purchasing, holding and selling FedEx commaon stock. This plan
also permits shareowners tc astomatically reinvest their divi-
dends to purchase additional shares of FedEx common stock,

Investor Relations: Mickey Foster, Vice President, Investor
Relations, FedEx Corporation, 942 South Shady Grove Road,
Memphis, Tennessee 38120, {901) 818-7200, e-mail: ir@fedex.com

Equat Employment Opportunity: Our greatest asset is our
people. We are committed to providing a workplace where
our employees and contractors feel respected, satisfied and
appreciated. Qur policies are designed to promote fairness
and respect for everyone. We hire, evaluate and promote
employees, and engage contractors, based on their skills and
performance. With this in mind, we will not tolerate certain
behaviors. These include harassment, violence, intimidation
and discrimination of any kind involving race, coler, religion,
national origin, gender, sexual grigntation, age, disability,
veteran status or, where applicahle, marital status.

Service Marks: The following are registered service marks of
Federal Express Corporation, registered with the U.S. Patent
& Trademark Office and in other countries: FedEx®, FedEx
Express® FedEx Ground®, FedEx Freight®, FedEx Custom
Critical®, FedEx International Priority®, FedEx International
Priority® Freight, FedEx Supply Chain Services®, FedEx
SmartPost®, FedEx Home Delivery®, FedEx Trade Networks®,
FedEx National LTL®, and FedEx Services® Caribbean
Transportation Services™, FedEx OfficeS™, Expressfreighters™,
and FedEx Global Supply Chain Services®™ are service marks
of Federal Express Corporation. FedEx Kinko's Office and

Print Centers® is a registered service mark of Federal Express
Corporation and Kinko’s Ventures, Inc.
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NOTICE OF ANNUAL MEETING OF STOCKHOLDERS "¢ ° Oo

To Be Held September 29, 2008

To QOur Stockholders:

We cordially invite you to attend the 2008 annual meeting of FedEx's stockholders. The meeting will take
place in The Grand Ballroom at The Peabody Hotel, 149 Union Avenue, Memphis, Tennessee 38103, on
Monday, September 29, 2008, at 10:00 a.m. local time. We look forward to your attendance either in person or

by proxy.
The purpose of the meeting is to:
1. Elect twelve directors;

2. Approve the adoption of an amendment to FedEx's Incentive Stock Plan to increase the number
of option shares and restricted shares issuable under the plan;

3. Ratify the appointment of Ernst & Young LLP as FedEx’s independent registered public accounting
firm for fiscal year 2009;

4. Act upon two stockholder proposals, if propertly presented at the meeting; and
5. Transact any other business that may properly come before the meeting.

Only stockholders of record at the close of business on August 4, 2008 may vote at the meeting or any
postpenements or adjournments of the meeting.

By order of the Board of Directors,

Ol ® Dbty |

CHRISTINE P. RICHARDS
Secretary

August 18, 2008

HOW TO VOTE: Please complete, date, sign and return the accompanying proxy card or voting
instruction card, or vote electronically via the Internet or by telephone. The enclosed return envelope
requires no additional postage if mailed in the United States.

REDUCE MAILING COSTS: i you vote on the Internet, you may elect to have next year’s proxy
statement and annual report to stockholders delivered to you electronically. We strongly encourage you
to enroll in electronic delivery. it is a cost-effective way for us to provide you with proxy materials and
annual reports.

ANNUAL MEETING ADMISSION: If you attend the annual meeting in person, you will need to present
your admission ticket, or an account statement showing your ownership of FedEx common stock as of
the record date, and a valid government-issued photo identification. The indicated portion of your proxy
card or the ticket accompanying your voting instruction card will serve as your admission ticket. If you
are a registered stockholder and receive your proxy materials electronically, you should foliow the
instructions provided to print a paper admission ticket.

Your vote is very important. Please vote whether or not you plan to attend the meeting.
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FedEx Corporation

942 South Shady Grove Road ..
Memphis, Tennessee 38120

2008 PROXY STATEMENT

FedEx’s Board of Directors is furnishing you this proxy statement in connection with the 'solicitation of
proxies on its behalf for the 2008 Annual Meeting of Stockholders. The meeting will take place in The Grand
Ballroom at The Peabody Hatel, 149 Union Avenue, Memphis, Tennessee 38103, on Monday, September 29,
2008, at 10:00 a.m. local time. At the meeting, stockholders will vote on the election of twelve directors, the
adoption of an amendment to FedEx’s Incentive Stock Plan to increase the number of option shares and
restricted shares issuable under the plan, the ratification of FedEx’s independent registered public accounting
firm and, if properly presented at the meeting, two stockholder proposals. Stockholders also will consider any
other matters that may properly come before the meeting, although we know of ne other business to be
presented.

By submitting your proxy (either by signing and returning the enclosed proxy card or by voting
electronically on the Internet or by telephone), you authorize Christine P. Richards, FedEx's Executive Vice
President, General Counsel and Secretary, and Alan B. Graf, Jr., FedEx's Executive Vice President and Chief
Financial Officer, to represent you and vote your shares at the meeting in accordance with your instructions.
They also may vote your shares to adjourn the meeting and will be authorized to vote your shares at any
postponements or adjournments of the meeting.

FedEx’'s Annual Report to Stockholders for the fiscal year ended May 31, 2008, which includes FedEx’s
fiscal 2008 audited consolidated financial statements, accompanies this proxy statement. Althcugh the Annual
Report is being distributed with this proxy statement, it does not constitute a part of the proxy solicitation
materials and is not incorporated by reference into this proxy statement.

We are first sending the proxy statement, form of proxy and accompanying materials to stockholders on
or about August 18, 2008. -

IMPORTANT NOTICE REGARDING THE AVAILABILITY OF PROXY MATERIALS FOR THE
STOCKHOLDER MEETING TO BE HELD ON SEPTEMBER 29, 2008. The following materials are available
on the Investor Relations page of the FedEx Web site at hitp://www.fedex.com/us/investorrelations:

* The Notice of Annual Meeting of Stockholders To Be Held September 29, 2008;
* This proxy statement; and

+ FedEx’s Annual Report to Stockholders for the fiscal year ended May 31, 2008,

YOUR VOTE IS IMPORTANT. WHETHER OR NOT YOU PLAN TO ATTEND THE MEETING, PLEASE
PROMPTLY VOTE YOUR SHARES EITHER BY MAIL, VIA THE INTERNET OR BY TELEPHONE.




INFORMATION ABOUT THE ANNUAL MEETING
What is the purpose of the annual meeting?
At the annual mesting, the stockholders will be asked to:
» glect twelve directors;

* approve the adoption of an amendment to FedEx’'s Incenttve Stock Plan to mcrease the number of
option shares and restricted shares issuable under the plan;

» ratify the appointment of Ernst & Young LLP as FedEx's mdependent registered public accounting
firm; and

* act on two stockholder proposals, if property presented.

Stockholders also will transact any other business that may properly coMé before the n;\eeting. Members of

FedEx’'s management team will be present at the meeting to respond to appropriate questions from

stockholders.

Who is entitied to vote? o
The record date for the meeting is August 4, 2008. Only stockholders of record at the close of business

on that date are entitled to vote at the meeting. The only class of stock entitled to be voted at the meeting is

FedEx common stock. Each outstanding share of common stock is entitled to one vote for all matters before

the meeting. At the close of business on the record date there were 311 200 320 shares of FedEx common |

stock outstanding.

Am | entitled to vote if my shares are held in “street name’?

If your shares are held by a bank, brokerage firm or other nominee, you are considered the “beneficial |
owner" of shares held in “street name.” If your shares are held in street name, these proxy materials are
being forwarded to you by your bank, brokerage firm or other nominee (the “record holder”), along with a
voting instruction card. As the beneficial owner, you have the right to direct your record hotder how to vote
your shares, and the record holder is required to vote your shares in accordance with your instructions. If you
do not give voting instructions, your record holder will nevertheless be entitled to vote your shares in its
discretion on the election of directors (Proposal 1) and the ratification of the appointment of the independent
registered public accounting firm (Proposal 3). Absent your instructions, the record holder will not be
permitted, however, to vote your shares on the adoption of the amendment to FedEx’s Incentive Stock Plan
(Proposal 2) or the adoption of the two stockholder proposals (Proposals 4 and 5) and your shares will be
considered “broker non-votes” on those proposals. See “How will broker non-votes be treated?” on page 5.

As the beneficial owner of shares, you are invited to attend the annual meeting. if you are a beneficial
owner, however, you may not vote your shares in person at the meeting unless you obtaln a legal proxy,
executed in your favor, from the record holder of your shares.

How many shares must be present to hold the meeting?

A quorum must be present at the meeting for any business to be conducted. The presence at the
meeting, in person or represented by proxy, of the holders of a majority of the shares of common stock
outstanding on the record date will constitute a quorum. Proxies received but marked as abstentions or
treated as broker non-votes will be included in the calculation of the number of shares considered to be
present at the mesting.

What if a quorum is not present at the meeting?

If a quorum is not present at the meeting, the holders of a majority of the shares entitled to vote at the
meeting who are present, in person or represented by proxy, or the chairman of the meeting, may adjourn the
meeting until a quorum is present. The time and place of the adjourned meeting will be announced at the
time the adjournment is taken, and no other notice will be given.



How do | vote?

1. YOU MAY VOTE BY MAIL. If you properly complete, sign and date the accompanying proxy card or
voting instruction card and return it in the enclosed envelope, it will be voted in accordance with your
instructions. The enclosed envelope requires no additional postage if mailed in the United States.

2. YOU MAY VOTE BY TELEPHONE OR ON THE INTERNET. It you are a registered stockholder (that is, if
you hold your stock directly and not in street name), you may vote by telephone or on the Internet by
following the instructions included on the proxy card. If you vote by telephone or on the Internet, you do not
have to mail in your proxy card. If you wish to attend the meeting in person, however, you will need to bring
your admission ticket. Internet and telephone voting are available 24 hours a day. Votes submitted through the
Internet or by telephone must be received by 11:59 p.m. Eastern time on September 28, 2008.

If you are the beneficial owner of shares held in street name, you still may be able to vote your shares
electronically by telephone or on the Internet. The availability of telephone and internet voting will depend on
the voting process of the record holder of your shares. We recommend that you follow the instructions set
forth on the voting instruction card provided to you.

NOTE: If you vote on the Internet, you may elect to have next year's proxy statement and annual
report to stockholders delivered to you electronically. We strongly encourage you to enroll in
electronic delivery. It is a cost-effective way for us to provide you with proxy materials and annual
reports.

3. YOU MAY VOTE IN PERSON AT THE MEETING. If you are a registered stockholder and attend the
meeting, you may deliver your completed proxy card in person. Additionally, we will pass out ballots to
registered stockholders who wish to vote in person at the meeting. If you are a beneficial owner of shares
held in street name who wishes to vote at the meeting, you will need to obtain a legal proxy from your record
holder and bring it with you to the meeting.

How do | vote my shares held in a FedEx benefit plan?

If you own shares of FedEx common stock through a FedEx or subsidiary benefit plan, you can direct the
trustee or the record holder to vote the shares held in your account in accordance with your instructions by
completing the proxy card and returning it in the enclosed envelope or by registering your instructions via the
internet or telephone as directed on the proxy card. If you register your voting instructions by telephone or on
the Internet, you do not have to mail in the proxy card. If you wish to attend the meeting in person, however,
you will need to bring the admission ticket attached to the proxy card with you. In order to instruct a plan
trustee or record holder on the voting of shares held in your account, your instructions must be received by
September 24, 2008. If your voting instructions are not received by that date, each plan trustee will vote your
shares in the same proportion as the plan shares for which voting instructions have been received.

Who can attend the meeting?

Only stockholders eligible to vote or their authorized representatives will be admitted to the meeting. If you
plan to attend the meeting, detach and bring with you the stub portion of your proxy card, which is marked
“Admission Ticket.”” You also must bring a valid government-issued photo identification, such as a driver’s
license or a passport. If you received your proxy materials through the Internet, you should follow the
instructions provided to print a paper admission ticket.

If your shares are held in street name, you must bring the “Admission Ticket” that accompanies your
voting instruction card. Alternatively, you may bring other proof of ownership, such as a brokerage account
statement, which clearly shows your ownership of FedEx common stock as of the record date. In addition,
you must bring a valid government-issued photo identification, such as a driver’s license or a passport.

Security measures will be in place at the meeting to help ensure the safety of attendees. Metal
detectors similar to those used in airports will be located at the entrance to the meeling room and
briefcases, handbags and packages will be Inspected. No cameras or recording devices of any kind, or
signs, placards, banners or similar materials, may be brought into the meeting. Anyone who refuses to
comply with these requirements will not be admitted.




Can | change my vote after | submit my proxy?
Yes, it you are a registered stockholder you may revoke your proxy and change your vote by:

» submitting a valid, later-dated proxy card or a later-dated vote by telephone or on the Internet (the
latest-dated, properly completed proxy that you submit, whether by mail, by telephone or on the
Internet, will count as your vote); or

* giving written notice of such revocation to the Secretary of FedEx prior to or at the meeting or by
voting in person at the meeting.

Your attendance at the meeting itself will not revoke your proxy unless you give written notice of revocation to
the Secretary before your proxy is voted or you vote in person at the meeting.

If your shares are held in street name, you should contact the record holder of your shares and follow its
procedures for changing your voting instructions. You may also vote in person at the meeting if you obtain a
legal proxy from your record holder. '

Will my vote be kept confidential? ,

Yes, your vote will be kept confidential and not disclosed to FedEx unless:

* required by law;

* you expressly request disclosure on your proxy; or

» there is a proxy contest.

Who will count tﬁe votes?

FedEx's transfer agent, Computershare Trust Company, N.A., will tabulate and certify the votes. A
representative of the transfer agent will serve as the inspector of election.
How does the Board of Directors recommend | vote on the proposals?

Your Board recommends that you vote:

* FOR the election of each of the twelve nominees to the Board of Directors;

» FOR the adoption of the amendment to FedEx’s Incentive Stock Plan to increase the number of option
shares and restricted shares issuable under the plan;

+ FOR the ratification of the appointment of Ernst & Young LLP as FedEx's independent registered
public accounting firm; and

*  AGAINST each of the stockholder proposals.

What if | do not specify how my shares are to be voted?
If you submit a proxy but do not indicate any voting instructions, your shares will be voted:
* FOR the election of each of the twelve nominees to the Board .of Directors;

* FOR the adoption of the amendment to FedEx's Incentive Stock Plan to increase the number of option
shares and restricted shares issuable under the plan;

« FOR the ratification of the appointment of Ernst & Young LLP as FedEx’s independent registered
public accounting firm; and

+ AGAINST each of the stockholder proposals.

Will any other business be conducted at the meeting?

We know of no other business to be conducted at the meeting. FedEx's Bylaws require stockholders to
give advance notice of any proposal intended to be presented at the meeting. The deadline for this notice has
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passed and we did not receive any such notice. If any other matter properly comes before the stockholders
for a vote at the meeting, the proxy holders will vote your shares in accordance with their best judgment.

How many votes are required to elect each director nominee?

A nominee will be elected to the Board of Directors if the number of votes cast “for” such nominee's
election exceeds the number of votes cast “against” such nominee’s election. See “Corporate Governance
Matters — Majority-Voting Standard for Director Elections” on page 12.

What happens if a director nominee does not receive the required majority vote?

Each nominee is a current director who is standing for reelection. Accordingly, each nominee has
tendered an irrevocable resignation from the Board of Directors that will take effect if the nominee does not
receive the required majority vote and the Board accepts the resignation. If the Board accepts the resignation,
the nominee will no longer serve on the Board of Directors, and if the Board rejects the resignation, the
nominee will continue to serve until his or her successor has been duly elected and qualified or untit his or
her earlier disqualification, death, resignation or removal. See “Corporate Governance Matters — Majority-
Voting Standard for Director Elections” on page 12.

What happens if a director nominee is unable to stand for election?

If a nominee is unable to stand for election, the Board of Directors may either reduce the number of
directors to be elected or select a substitute nominee. If a substitute nominee is selected, the proxy holders
may vote your shares for the substitute nominee.

How many votes are required to adopt the amendment to FedEx's Incentive Stock Plan?

The adoption of the amendment to FedEx's Incentive Stock Plan to increase the number of option shares
and restricted shares issuable under the plan requires the affirmative vote of a majority of the shares present
at the meeting, in person or represented by proxy, and entitled to vote.

How many votes are required to ratify the appointment of FedEx’'s independent registered public
accounting firm?

The ratification of the appointment of Ernst & Young LLP as FedEx's independent registered public
accounting firm requires the affirmative vote of a majority of the shares present at the meeting, in person or
represented by proxy, and entitled to vote.

How many votes are required to approve each of the stockholder proposals?

If the stockholder proposal is properly presented at the meeting, approval of the proposal requires the
affirmative vote of a majority of the shares present at the meeting, in person or represented by proxy, and
entitled to vote. Approval of the stockholder proposal would merely serve as a recommendation to the Board
to take the necessary steps to implement such proposal.

How will abstentions be treated?

Abstentions will have no effect on the election of directors (Proposal 1). For each of the other proposals,
abstentions will be treated as shares present for quorum purposes and entitled to vote, so they will have the
same practical effect as votes against the proposal.

How will broker non-votes be treated?

If your shares are held in street name and you do not give voting instructions, your record holder will be
entitled to vote your shares in its discretion on the election of directors (Proposal 1) and the ratification of the
appointment of the independent registered public accounting firm (Proposal 3). Your shares will be treated as
broker non-votes on the other proposals. :

Broker non-votes will be treated as shares present for quorum purposes, but not entitled to vote. Thus,
absent voting instructions from you, the record holder of your shares may not vote your shares on the
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adoption of the amendment to FedEx's Incentive Stock Plan {Proposal 2) or the two stockholder proposals
(Proposals 4 and 5). A broker non-vote with respect to these proposals will not affect their outcome.

Will the meeting be Webcast?

Yes, you are invited to visit the Investor Relations page of our Web site (hitp:/fwww.fedex.com/us/
investorrelations) at 10:00 a.m., Central time, on September 29, 2008 to access the live Webcast of the
meeting. An archived copy of the Webcast will be available on our Web site for at least one year. The
information on FedEx's Web site, however, is not incorporated by reference in, and does not form part of, this
' proxy statement.




. STOCK OWNERSHIP
Directors and Executive Officers

The following table sets forth the amount of FedEx's common stock beneficially owned by each director,
each named executive officer included in the Summary Compensation Table on page 39 and all directors and
executive officers as a group, as of August 4, 2008. Unless otherwise indicated, beneficial ownership is direct
and the person shown has sole voting and investment power.

Common Stock Beneficlally Owned

Number Number of Percent of
Name of Beneficlal Owner * of Shares Option Shares!® Class®?
Frederick W. Smith . ................. ... ... ..c.......: 19,809,435% 2318,750 7.06%
James L.Barksdale . . ........ .. ... .. .. .. o 46,800 27,200 *
August A.Busch IV . .. ... ... ... .. 4,000 30,550 *
John A. Edwardson . . ... ... .. e e e e e e e 7,250 35,200 *
Judith LUEstrin ... .. ... .. 26,000 67,200 *
Philip Greer. . .. ................ e T 94,9124 51,200 *
JR. Hyde, Il .......... e e e e e e e 111,600 67,200 *
Shirley A. Jackson . . .. .. ... . e 7,000 29,200 *
Steven R. LOranger . ...ttt e e © 4,000© 8,800 *
Gary W.Loveman . ........ ... ... ... . i 10,414 4,400 *
Charles T. Manatt .. ............. ... ... ... ... . .. ... 5,000 20,200 *
Joshua l.Smith. .. ...... . ... .. ... ... . 5086 . 32,200 *
Paul 8. Walsh . . .. .. e e 8,500 47,200 *
Peter S. Willmott . . .. .. .. e 106,690 35,200 *
David J. Bronczek . . ......... . i e 85,8851 456,211 *
T Michael Glenn . . . ....... ... .. . e 190,022® 257,058 *
Alan B. Graf, Jr. ... ... .. 209,48019 342,058 *
David F Rebholz . .. ... ... ... ... ... . .. ... . .. ... 35,87841 42,052 *
All directors and executive officers as a group (21 persons) ... .... 20,903,20903 4,229,206 7.97%

* Less than 1% of FedEx’s outstanding common stock.

(1) Reflects the number of shares that can be acquired at August 4, 2008 or within 60 days thereafter through -
the exercise of stock options. These shares are excluded from the column headed “Number of Shares,”
but included in the ownership percentages reported in the column headed “Percent of Class.” '

(2) Based on 311,200,320 shares outstanding on August 4, 2008.

(3) Includes 15,459,285 shares owned by Mr. Smith (4,662,564 of such shares have been pledged as security
by Mr. Smith), 4,141,280 shares owned by Frederick Smith Enterprise. Company, Inc. {Enterprise”), a
family holding company (496,000 of such shares have been pledged as security by Enterprise), 736
shares owned by Mr. Smith’s spouse and 205,856 shares held in trust for the benefit of Mr. Smith’s
children. Regions Morgan Keegan Trust, FSB, Memphis, Tennessee, as trustee of a trust of which
Mr. Smith is the lifetime beneficiary, halds 55% of Enterprise’s outstanding stock and Mr. Smith owns 45%
directly. Includes 2,278 shares held in FedEx's retirement savings plan. Mr. Smith’s business address is
942 South Shady Grove Road, Memphis, Tennessee 38120.

(4) Excludes 37,634 shares owned by members of Mr. Greer's family, as to which Mr. Greer disclaims
beneficial ownership, and includes 36,462 shares owned by Greer Investment Partners Il, L.P. Mr. Greer
disclaims beneficial cwnership of the shares owned by the partnership except to the extent of his
pecuniary interest therein.

(5) Includes 11,600 shares owned by family trusts and 100,000 shares pledged as security by Mr. Hyde.
{6) Owned by a family trust.

(7) Includes 106,690 shares pledged as security by Mr. Willmott.

(8) Includes 662 shares held in FedEx’s retirement savings plan.

(9) Includes 88,750 shares owned by Glenn Family Partners, L.P Mr. Glenn disclaims beneficial ownership of
these shares except to the extent of his pecuniary interest therein. Also includes 543 shares held in
FedEx’s retirement savings plan.




(10) Includes 7,400 shares owned by a family trust and 425 shares held in FedEx's retirement savings plan.
(11) Includes 838 shares held in FedEx's retirement savings plan.

(12) Includes 1,005 stock units held in a deferred compensation ptan. These stock units are payable in shares
of FedEx common stock on a one-for-one basis. Also includes an aggregate 4,746 shares held in FedEx's
retirement savings plan. :

Section 16{(a) Beneficial Ownership Reporting Compliance

Section 16(a) of the Securities Exchange Act of 1934 requires directors and certain officers of FedEx and
persons who own more than ten percent of FedEx's common stock to file with the Securities and Exchange
Commission initial reports of beneficial ownership (Form 3) and reports of subsequent changes in their
beneficial ownership (Form 4 or Form 5) of FedEx's commaon stock. Such directors, officers and
greater-than-ten-percent stockholders are required to furnish FedEx with copies of the Section 16(a) reports
they file. The Securities and Exchange Commission has established specific due dates for these reports, and
FedEx is required to disclose in this proxy statement any late filings or failures to file.

Based solely upon a review of the copies of the Section 16(a) reports (and any amendments thereto)
furnished to FedEx and written representations from FedEx's directors and reporting officers that no additional
reports were required, FedEx believes that its directors and reporting officers complied with all these filing
requirements for the fiscal year ended May 31, 2008.

Significant Stockholders

The following table lists certain persons known by FedEx to own beneficially more than five percent of
FedEx's outstanding shares of common stock as of March 31, 2008.

Amount and Nature of
Beneficial Ownership  Percent of Class

DOAGE & COX .+ o vttt 22,443,963 7.24%
555 California Street, 40™ Floor
San Francisco, California 94104

PRIMECAP Management Company . . ... .......cc.uurumnunnnnas 20,885,900@ 6.73%
225 South Lake Avenue, Suite 400
Pasadena, California 91101

Capital Warld Investors . . ... ... .ot e 17,077,000@ 5.51%
333 South Hope Street
Los Angeles, California 90071 ‘ '

(1) Dodge & Cox, a registered investment advisor, had scle voting power over 21,252,071 shares and sole
investment power over all 22,443,963 shares.

(2) PRIMECAP Management Company, a registered investment advisor, had scle voting power over 3,453,131
shares and sole investment power over all 20,885,900 shares.

(3) Capital World Investors, a registered investment advisor, had sole voting power over 2,147,000 shares and
sole investment power over all 17,077,000 shares.




CORPORATE GOVERNANCE MATTERS
Corporate Governance Documents

In furtherance of its longstanding goals of providing effective governance of FedEx's business and affairs
for the long-term benefit of stockholders and promoting a culture and reputation of the highest ethics, integrity
and reliability, the Board of Directors has adopted Corporate Governance Guidelines, charters for each of its
Board committees and a Code of Business Conduct & Ethics for directors, officers and employees of FedEx.
Each of these documents is available, free of charge, in print to any stockholder who requests it and in the
corporate governance section of the Investor Relations page of our Web site at http:/firfedex.com/
governance.cfm. The information on FedEx's Web site, howaver, is not incorporated by reference in, and does
not form part of, this proxy statement.

Director Independence

The Board of Directors has determined that each member of the Audit, Compensation and Nominating &
Governance Committees and, with the exception of Frederick W. Smith, each of the Board’s members
{James L. Barksdale, August A. Busch IV, John A, Edwardson, Judith L. Estrin, J.R. Hyde, Hll, Philip Greer,
Shirley A. Jackson, Steven R. Loranger, Gary W. Loveman, Charles T. Manatt, Joshua |. Smith, Paul S. Walsh
and Peter S. Wilimott} is independent and meets the applicable independence requirements of the New York
Stock Exchange (including the additional requirements for Audit Committee members) and the Board’s more
stringent standards for determining director independence. Mr. Smith is FedEx's Chairman of the Board,
President and Chief Executive Officer.

Under the Board's standards of director independence, which are included in FedEx's Corporate
Governance Guidelines, a director will be considered independent only if the Board affirmatively determines
that the director has no direct or indirect material relationship with FedEx, other than as a director. The
standards set forth certain categories or types of transactions, relationships or arrangements with FedEx, as
follows, each of which (i) is deemed not to be a material relationship with FedEx, and thus (i} will not, by
itself, prevent a director from being considered independent:

* Prior Empiloyment of Director. The director was employed by FedEx or was persenally working on
FedEx’s audit as an employee or partner of FedEx's independent auditor, and over five years have
passed since such employment, partner or auditing relationship ended.

* Prior Employment of immediate Family Member. An immediate family member was an officer of
FedEx or was personally working on FedEx's audit as an employee or partner of FedEx's independent
auditor, and over five years have passed since such employment, partner or auditing relationship
ended.

* Current Employment of Immediate Family Member. An immediate family member is employed by
FedEx in & non-officer position, or by FedEx's independent auditor not as a partner and not
participating in the firm's audit, assurance or tax compliance practice.

* Interlocking Directorships. An exacutive officer of FedEx served on the board of directors of a
company that employed the director ar employed an immediate family member as an executive officer,
and over five years have passed since either such relationship ended.

* Business Relationships. The director or an immediate family member is a partner, greater than 10%
shareholder, director or officer of a company that makes or has made payments to, or receives or has
received payments (other than contributions, if the company is a tax-exempt organization) from, FedEx
for property or services, and the amount of such payments has not within any of such other
company'’s three most recently completed fiscal years exceeded one percent (or $1 million, whichever
is greater) of such other company’s consolidated gross revenues for such year.

* Indebtedness. The director or an immediate family member is a partner, greater than 10%
shareholder, director or officer of a company that is indebted to FedEx or to which FedEx is indebted,
and the aggregate amount of such debt is less than one percent (or $1 million, whichever is greater)
of the total consolidated assets of the indebted company.
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» Charitable Coniributions. The director is a trustee, fiduciary, director or officer of a tax-exempt
arganization to which FedEx contributes, and the contributions to such arganization by FedEx have
not within any of such organization’s three most recently completed fiscal years exceeded one percent
(or $250,000, whichever is greater) of such organization’s consolidated gross revenues for such year.

The Board broadly considered all refevant facts and circumstances, including the following immaterial
transactions, relationships and arrangements: '

+ Messrs. Barksdale and Willmott each served as officers of FedEx, but they left the company well over
five years ago (Mr. Barksdale's employment at FedEx ended in 1992, and Mr. Willmott's employment
at FedEx ended in 1983).

* FedEx has made charitable contributions to tax-exempt organizations for which each of the following
independent directors or their spouses serve as a trustee or director: Messrs. Barksdale, Greer, Hyde
and Manatft. With the exception of the contributions to Memphis Tomorrow discussed below (see
“— Related Person Transactions”), the contributions by FedEx to each such organization have not
within any of the other organization’s three most recently completed fiscal years exceeded one
percent {or $250,000, whichever is greater) of the other organization's consolidated gross revenues for
such year. In addition, Mr. Hyde (or his wife) and certain FedEx executive officers are affiliated with
several of the same Memphis-based non-profit organizations.

* In the ordinary course of business, FedEx makes purchases from entities for which each of the
following independent directors serves as an officer: Méssrs. Edwardson and Loranger. The amount of
the payments made by FedEx to each such entity has not within any of the other entity’s three most
recently completed fiscal years exceeded one percent (or $1 million, whichever is greater) of the other
entity’'s consolidated gross revenues for such year.

* Robert B. Carter, a FedEx executive officer, serves as an advisor to a venture capital firm for which
Mr. Greer is a limited partner.

* Frederick W. Smith is a passive investor (holding a less-than-1% interest) in Packet Design, Inc., an
Internet technology company, and Ms. Estrin is the non-executive chairman of Packet Design and
beneficially owns approximately 1% of its outstanding capital stock.

* Mr. Hyde and his wife together own a minority interest in the NBA Memphis Grizzlies professional
basketball team, with which FedEx has a business relationship. The Hydes' ownership interest in the
team declined significantly during fiscal 2008 — from approximately 13% to 1%.

Audit Committee Financial Expert

The Board of Directors has determined that at least one member of the Audit Committee, John A.
Edwardson, is an audit committee financial expert as such term is defined in ltem 407(d)(5) of Regulation S-K,
promulgated by the Securities and Exchange Commission.

Director Mandatory Retirement

A director must retire immediately before the annual meeting of FedEx’s stockholders during the calendar
year in which he or she aftains age 72. Accordingly, Philip Greer and Charles T. Manatt are retiring as
directors immediately before this year's annual meeting.

Stock Ownership Goal for Directors and Senior Officers

In arder to encourage significant stock ownership by our directors and senior officers, and to further align
their interests with the interests of FedEx's stockholders, the Board of Directors has established a goal that
(i) within three years after joining the Board, each non-management director own FedEx shares valued at
three times his or her annual retainer fee, and (ii) within four years after being appointed to his or her position,
each member of senior management own FedEx shares valued at the following multiple of his or her annual
base salary:

« 5x for the Chairman of the Board, President and Chief Executive Officer;

* 3x for the other FedEx executive officers;
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* 2x for executive vice presidents of FedEx's core operating companies; and
* 1x for certain other senior officers.

For purposes of meeting this goal, unvested restricted stock is counted, but unexercised stock options are
not. The Board also recommends that each director and senior officer retain shares acquired upon stock
option exercises until his or her goal is met. The stock ownership goal is included in FedEx's Corporate
Governance Guidelines. As of August 4, 2008, each director and executive officer owned sufficient shares to
comply with this goal.

Policy on Poison Pills

The Board of Directors has adopted a policy requiring stockholder approval for any future “poison pill”
prior to or within twelve months after adoption of the poison pill. {A poison pill is a device used to deter a
hostile takeover. Note that FedEx does not currently have, nor have we ever had, a poison pill.) The pohcy on
poison pills is included in FedEx’s Bylaws and Corporate Governance Guidelines.-

Executive Sessions of Non-Management Directors

Non-management Board members meet without management present at least four times annually at
regularly scheduled executive sessions in conjunction with each in-person meeting of the Board of Directors.
At least once a year, such meetings include only the independent members of the Board. The Chairman of the
Nominating & Governance Committee presides over meetings of the non-employee and independent
directors.

Communications with Directors

You may communicate directly with any member or committee of the Board of Directors by writing to:
FedEx Corporation Board of Directors, c/o Corporate Secretary, 942 South Shady Grove Road, Memphis,
Tennessee 38120. Please specify to whom your letter should be directed. The Corporate Secretary of FedEx
will review all such correspondence and regularly forward to the Board a summary of all such correspondence
and copies of all correspondence that, in her opinion, deals with the functions of the Board or its committees
or that she otherwise determines requires the attention of any member, group or committee of the Board of
Directors. Board members may at any time review a log of all correspondence received by FedEx that is
addressed to Board members and request copies of any such correspondence.

Nomination of Director Candidates

The Nominating & Governance Committee will consider director nominees proposed by stockholders. To
recommend a prospective director candidate for the Nominating & Governance Committee’'s consideration,
stockholders may submit the candidate’s name, qualifications, including whether the candidate satisfies the
requirements set forth below, and other relevant biographical information in writing to: FedEx Corporation
Nominating & Governance Committee, c/o Corporate Secretary, 942 South Shady Grove Road, Memphis,
Tennessee 38120. FedEx’s Bylaws require stockhoiders to give advance notice of stockholder proposals,
including nominations of director candidates. For more information, please see page 81, “Additional
Information — Stockholder Proposals for 2009 Annual Meeting.”

The Board is responsible for recommending director candidates for election by the stockholders and for
electing directors to fill vacancies or newly created directorships. The Board has delegated the screening and
evaluation process for director candidates to the Nominating & Governance Committee, which identifies,
evaluates and recruits highly qualified director candidates and recommends them to the Board. The
Nominating & Governance Committee considers potential candidates for director, which may come to the
attention of the Nominating & Governance Committee through current directors, management, professional
search firms, stockholders or other persons. The Nominating & Governance Committee has engaged a thirg-
party executive search firm to assist in identifying potential board candidates. The Nominating & Governance
Committee considers and evaluates a director candidate recommended by a stockholder in the same manner
as a nominee recommended by a Board member, management, search firm or other sources.

if the Nominating & Governance Committee determines that an additional or replacement director is
necessary or advisable, the Nominating & Governance Committee may take such measures that it considers
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appropriate in connection with its evaluation of a potential director candidate, including interviewing the
candidate, engaging an outside firm to gather additional information and making inquiries of persons with
knowledge of the candidate’s qualifications and character. In its evaluation of potentiai director candidates,
including the members of the Board of Directors eligible for reelection, the Nominating & Governance
Committee considers the current size, composition and needs of the Board of Directors and each of its
committees. ' .

Candidates nominated for election or reelection to the Board of Directors must possess the following -
minimum qualifications:

* The highest level of personal and professional ethics, integrity and values;
* An inquiring and independent mind,;
* Practicat wisdom and mature judgment;

* Broad training and experience at the policy-making fevel in business, finance and accounting,
government, education or technology;

* Expertise that is useful to FedEx and complementary to the background and experience of other
Board members, so that an optimal balance of Board members can be achieved and maintained;

K Willingness to devote the required time to carrying out the duties and responsibilities of Board
membership;

*« Commitment to serve on the Board for several years to develop knowledge about FedEx's business;

* Willingness to represent the best interests of all stockholders and objectively appraise management
performance; and

« Involvement only in activities or interests that do not conflict with the director’s responsibilities to -
FedEx and its stockholders.

In addition, it is desirable that the following qualities or skills be possessed by one or more of FedEx's
Board members: transportation industry experience; international experience; financial expertise; marketing
expertise; technological expertise; energy expertise; and government experience.

Majority-Voting Standard for Director Elections

FedEx's Bylaws require that we use a majority-voting standard in uncontested director elections and
contain a resignation requirement for directors who fail to receive the required majerity vote. The Bylaws also
prohibit the Board from changing back to a plurality-voting standard without the approval of our stockholders.
Under the majority-voting standard, a director nominee must receive more votes cast “for” than “against” his
or her election in order to be elected to the Board. In accordance with the majority-voting standard and
resignation requirement, each incumbent director who is standing for reelection at the annual meeting (in the
case of this year's meeting, each nominee) has tendered an irrevocable resignation from the Board of
Directors that will take effect if (i) the director does not receive more votes cast “for” than “against” his or her
election at the annual meeting, and (ii) the Board accepts the resignation. FedEx’s Bylaws require the Board
of Directors, within 90 days after certification of the election results, to accept the director’s resignation unless
there is a compelling reason not to do so and to promptly disclose its decision (including, if applicable, the
reasons for rejecting the resignation) in a filing with the Securities and Exchange Commission.

Policy on Review and Preapproval of Related Person Transactions

The Board of Directors has adopted a Policy on Review and Preapproval of Related Person Transactions,
which is included in FedEx's Corporate Governance Guidelines. The policy requires that all proposed related
person transactions (as defined in the policy) and all proposed material changes to existing related person
transactions be reviewed and preapproved by the Nominating & Governance Committee. To the extent the
related person (as defined in the policy) is a director or immediate family member cf a director, the transaction
or change must also be reviewed and preapproved by the full Board. The policy provides that a related ‘
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person transaction or a material change to an existing related person transaction may not be preapproved if it

would:

*

interfere with the objectivity and independence of any retated person’s judgment or conduct in

carrying out his or her duties and responsibilities to FedEx;

not be fair as to FedEx; or
otherwise be opposed to the best interests of FedEx and its stockholders.

The policy requires the Nominating & Governance Committee to annually (i) review each existing related
person transaction that has a remaining term of at least one year or remaining payments of at least $120,000,
and (ji) determine, based upon all material facts and circumstances and taking into consideration our
contractual obligations, whether it is in the best interests of FedEx and our stockholders to continue, modify or
terminate the transaction or relationship.

Related Person Transactions

In accordance with the policy described above, the Nominating & Governance Committee has reviewed
the following related person transactions and determined that they remain in the best interests of FedEx and
our stockholders:

In November 1999, FedEx entered into a muiti-year, $205 miilion naming rights agreement with the
NFL Washington Redskins professional football team. Under this agreement, FedEx has certain
marketing rights, including the right to name the Redskins’ stadium “FedExField.” In August 2003,
Frederick W. Smith acquired an approximate 10% ownership interest in the Washlngton Redskins and
joined its Leadership Council, or board of directors.

FedEx’'s policy on personal use of corporate aircraft requires officers to pay FedEx two times the cost
of fuel, plus applicable passenger ticket taxes and fees, for personal trips. Pursuant to this
requirement, Mr. Smith paid FedEx approximately $250,000 during fiscal 2008 in connection with
certain personal use of corporate aircraft.

J.R. Hyde, lll and David J. Bronczek serve together on the board of Memphis Tomorrow, a non-profit
organization. In fiscal 2008, FedEx contributed $1 million (the first installment of a five-year
commitment for $5 million} to Memphis Tomorrow, which represents over 25% of the organization’s
annual revenues. The mission of Memphis Tomorrow is to bring top busuness leaders together with
Memphis government and civic leaders to foster economic prosperity for the local community. The
Board of Directors has determined that this relationship does not impair Mr. Hyde's independence
because, among other things, he does not receive any special benefit from FedEx’s contributions to
the organization.

David F. Rebholz’s brother is employed by FedEx Freight as a sales account executive in Missouri. His
employment began on June 1, 2008, and his annual base salary is $120,000. '
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MEETINGS AND COMMITTEES OF THE BOARD OF DIRECTORS

Meetings

During fiscal 2008, the Board of Directors held five regular meetings and one special meeting. Each
director attended at least 75% of the meetings of the Board and any committees on which he or she served.

Committees

The Board of Directors has a standing Audit Committee, Compensation Committee, Information
Technology Oversight Committee and Nominating & Governance Committee. Each committee’s written charter,
as adopted by the Board of Directors, is available on the FedEx Web site at http://irfedex.com/
com_charters.cfm. Committee memberships are as follows:

Audit Commiltee

John A. Edwardson (Chairman)
Gary W. Loveman

Joshua 1. Smith

Peter S. Willmott

Compensation Committee

Philip Greer {Chairman)
August A. Busch IV
Steven R. Loranger
Paul S. Walsh

information Technology

Oversight Committee

Judith L. Estrin {Chairwoman)
James L. Barksdale

J.R. Hyde, i

Shirley A. Jackson

Gary W. Loveman

Nominating &
Governance Committee

Peter S. Wilimott (Chairman)
James L. Barksdale

Shirley A. Jackson

Charles T. Manatt

The Board of Directors has approved reconstituting the committees so that, immediately following the
annual meeting, if all of the director nominees are elected, committee memberships will be as follows:

Audit Committee

John A. Edwardson (Chairman)
Gary W. Loveman

Joshua |. Smith

Peter S. Witimott

Compensation Committee

Steven R. Loranger (Chairman)
August A. Busch IV

Shirley A. Jackson

Paul S. Walsh

Intormation Technology
Oversight Committee

Judith L. Estrin (Chairwoman)
James L. Barksdale
J.R. Hyde, (il

. Gary W. Loveman

Nominating &
Governance Committee

Peter S. Willmott (Chairman)
James L. Barksdale

Judith L. Estrin

Shirley A. Jackson

The Audit Committee, which held sight meetings during fiscal 2008, performs the following functions:

« oversees the independent registered public accounting firm’s gualifications, independence and

performance;

« assists the Board of Directors in its oversight of (i) the integrity of FedEx’s financial statements; (i) the
effectiveness of FedEx's disclosure controls and procedures and internal control over financial
reporting; (iii) the performance of the internal auditors; and (iv) FedEx’s compliance with legal and

regulatory requirements; and

« preapproves all audit and allowable non-audit services to be provided by FedEx’s independent

registered public accounting firm.
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The Compensation Committee, which held five meetings during fiscal 2008, performs the following
functions:

* evalt.iates, together with the independent members of the Board, the performance of FedEx's
Chairman of the Board, President and Chief Executive Officer and recommends his compensation for
approval by the independent directors;

« discharges the Board's responsibilities relating to the compensation of executive managerhent;

+ reviews and discusses with management the Compensation Discussion and Analysis and produces a
report recommending whether the Compensation Discussion and Analysis should be included in the
proxy statement; and

» oversees the administration of FedEx’s equity compensation plans and reviews the costs and structure
of key employee benefit and fringe-benefit plans and programs. :

The Information Technology Oversight Committee, which held five meetings during fiscal 2008, performs
the following functions:

« appraises major information technology (“IT”) related projects and technology architecture decisions;

» ensures that FedEx's IT programs effectively support FedEx's business objectives and strategies; and

» advises FedEx's senior IT management team and the Board of Directors on IT related matters.

The Nominating & Governance Committee, which held five meetings during fiscal 2008, performs the
following functions:

* identifies individuals qualified to become Board members;

» recommends to the Board director nominees to be proposed for election at the annual meeting of
stockholders;

* recommends to the Board directors for appointment to Board committees; and
« assists the Board in developing and implementing effective corporate governance, compliance and
ethics programs.
Attendance at Annual Meeting of Stockholders

FedEx expects all Board members to attend annual meetings of stockholders. Each member of the Board
of Directors attended the 2007 annual meeting of stockholders.
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PROPOSAL 1 - ELECTION OF DIRECTORS

All of FedEx’s directors are elected at each annual meeting of stockholders and hold office until the next
annual meeting of stockholders and until their successors are duly elected and qualified. The Board of
Directors currently consists of fourteen members. Mr. Philip Greer and Mr. Charles T. Manatt are retiring as
directors immediately before the annual meeting and are not standing for reelection. Effective upon the
retirement of Messrs. Greer and Manatt, the size of the Board will be reduced to twelve members. The Board
proposes that each of the other current directors be reelected to the Board. Each of the nominees elected at
this annual meeting will hold office until the annual meeting of stockholders to be held in 2009 and untit his or
her successor is duly elected and qualified.

Each nominee has consented to being named in this proxy statement and has agreed to serve if elected.
If a nominee is unable to stand for election, the Board of Directors may either reduce the number of directors
to be elected or select a substitute nominee. f a substitute nominee is selected, the proxy holders may vote
your shares for the substitute nominee.

Under FedEx's majority-voting standard, each of the twelve director nominees must receive more votes
cast “for” than “against” his or her election in order to be elected to the Board. For more information, please
see “Corporate Governance Matters — Majority-Voting Standard for Director Elections” on page 12.

YOUR BOARD OF DIRECTORS RECOMMENDS THAT YOU VOTE “FOR” THE ELECTION OF EACH
OF THE TWELVE NOMINEES.

The following table sets forth, with respect to each nominee, his or her name, age, principal occupation
and employment during at least the past five years, the year in which he or she first became a director of
FedEx (or its predecessor, FedEx Express) and directorships held in other public companies.

NOMINEES FOR ELECTION TO THE BOARD

Director, Year First Principal Occupation,

Elected as Director ﬁg_g Business and Directorships

Frederick W. Smith 63  Chairman, President and Chief Executive Officer of FedEx since January 1398;
1971 Chairman of FedEx Express since 1975; Chairman, President and Chief Executive

Officer of FedEx Express from 1983 to January 1998; Chief Executive Officer of
FedEx Express from 1977 to January 1998; President of FedEx Express from 1971

to 1975.
James L. Barksdale 65 Chairman and President, Barksdale Management Corporation, an investment
1999 management company, since April 1993; Managing Partner, The Barksdale Group,

a venture capital firm, since April 1999; President and Chief Executive Officer of
Netscape Communications Corporation, a provider of software, services and Web
site resources to Internet users, from January 1995 to March 1999; various senior
management positions at FedEx Express from 1979 to 1992, including Executive
Vice President and Chief Operating Officer. Former director of FedEx Express from
1983 to 1981. Director, Sun Microsystems, Inc. and Time Warner Inc.

August A. Busch IV 44 President and Chief Executive Officer of Anheuser-Busch Companies, Inc., a
2003 brewing organization, since December 2006; Vice President and Group Executive
of Anheuser-Busch Companies, Inc. from August 2000 to November 2006;
President of Anheuser-Busch, Inc. since July 2002; Group Vice President —
Marketing of Anheuser-Busch, Inc. from August 2000 to July 2002; Vice
President — Marketing & Wholesaler Operations of Anheuser-Busch, Inc. from
November 1996 to August 2000. Director, Anheuser-Busch Companies, Inc.
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Director, Year First
Elecied as Director

John A. Edwardson
2003

Judith L. Estrin
1989

JR. Hyde, 1l
1977

Shirley A. Jackson
1999

Steven R. Loranger
2006

Gary W. Loveman
2007

Joshua I. Smith
1989

Age
59

53

85

62

56

48

67

Principal Occupation,
Business and Directorships
Chairman and Chief Executive Officer of CDW Corporation, a provider of
technology products and services, since January 2001; Chairman and Chief
Executive Officer of Burns International Services Corporation, a provider of
security services, from 1999 to 2000; President and Chief Operating Officer of UAL
Corporation, an airling, from 1985 to 1998.

Chief Executive Officer of JLABS, LLC {formerly known as Packet Design
Management Company, LLC), a company focused on technology innovation,
since May 2000; Senior Vice President and Chief Technology Officer of Cisco
Systems, Inc., a networking systems company, from April 1998 to Aprii 2000;
President and Chief Executive Officer of Precept Software, Inc., a computer
software company, from March 1995 to April 1998. Director, The Walt Disney
Company.

Chairman of GTx, Inc., a biopharmaceutical company, since November 2000;
Chairman of AutoZone, Inc., an auto parts retail chain, from March 2005 to June
2007 and from May 1986 to March 1997; Chief Executive Officer of AutoZone, Inc.
from May 1986 to December 1996; Chairman of Pittco Management, LLC, an
investment management company, since January 1988; President of Pittco, Inc.,
an investment company, since April 1989. Director, AutoZone, inc. and GTX, Inc.

President of Rensselaer Polytechnic Institute, a technological research university,
since July 1999; Chairwoman and Commissioner of the United States Nuclear
Regulatory Commission from July 1995 to June 1999; Commissioner of the United
States Nuclear Regulatory Commission from May 1995 to July 1995. Director,
International Business Machines Caorporation, Marathon Qil Corporation,
Medtronic, Inc., NYSE Euronext and Public Service Enterprise Group
Incorporated.

Chairman of the Board, President and Chief Executive Officer of ITT Corporation,
a diversified high-technology engineering and manufacturing company, since
December 2004; President and Chief Executive Officer of ITT Corporation from
June 2004 to December 2004; Executive Vice President and Chief Operating
Officer of Textron, Inc., a global aircraft, industrial and finance company, from
2002 to 2004; various executive positions at Honeywell International Inc. and its
predecessor, AlliedSignal, Inc., a technology and manutacturing company, from
1981 to 2002, including President and Chief Executive Officer of its Engines,
Systems and Services businesses. Director, ITT Corporation.

Chairman of the Board, Chief Executive Officer and President of Harrah's
Entertainment, Inc., a provider of branded gaming entertainment, since January
2005; Chief Executive Officer and President of Harrah’s Entertainment, Inc. since
January 2003; President of Harrah’s Entertainment, Inc. since April 2001; various
executive positions at Harrah’s Entertainment, Inc. from May 1998 to April 2001;
Associate Professor of Business Administration, Harvard University Graduate
School of Business Administration from 1994 to 1998. Director, Harrah's
Entertainment, Inc. and Coach, Ing¢.

Chairman and Managing Partner, Coaching Group, LLC, a management
consulting firm, since June 1998; Vice Chairman and President of iGate, Inc., a
broadband networking company, from June 2000 to June 2001. Director, The
Allstate Corporation and Caterpillar Inc.
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Director, Year First

Elected as Director IE
Paul 5. Walsh 53
1996

Y

Peter S, Willmott 71
1974

Principal Occupation, L
Business and Directorships !

Chief Executive Officer of Diageo pic, a beverage company, since September
2000; Group Chief Operating Officer of Diageo plc from January 2000 to
September 2000; Chairman, President and Chief Executive Officer of The Pillsbury
Company, a wholly owned subsidiary of Diageo plc, from April 1996 to January
2000; Chief Executive Officer of The Pillsbury Company from January 1992 to
April 1996. Director, Centrica plc and Diageo plc.

Chairman and Chief Executive Officer of Willmott Services, Inc., a retail and
~consulting firm, since June 198%; Interim President and Chief Executive Officer of
Fleming Companies, Inc., a wholesale distributor of consumable goods, from

" March 2003 to August 2003; Chief Executive Officer and President of Zenith

Electronics Corporation, an electronics manufacturing company, from July 1996 to
January 1998; various senior management positions at FedEx Express from 1974
to 1983, including President and Chief Operating Officer.
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REPORT OF THE COMPENSATION COMMITTEE OF THE BOARD OF DIRECTORS

The Compensation Committee has reviewed and discussed with management the following Compensation
Discussion and Analysis. Based on its review and discussions with management, the Compensation
Committee recommended to the Board of Directors, and the Board approved, that the Compensation
Discussion and Analysis be included in this proxy statement.

Compensation Committee Members

Philip Greer — Chairman
August A. Busch IV
Steven R. Loranger

Paul S. Walsh

COMPENSATION DISCUSSION AND ANALYSIS

In this section we discuss and analyze the compensation of our principal executive and financial officers
and our three other most highly compensated executive officers (the “named executive officers”} for the fiscal
year ended May 31, 2008. For additional information regarding compensation of the named executive officers,
see “Executive Compensation™ on page 39. ,

Executive Summary

Each of the named executive officers has been a member of our management for over 25 years, and our
Chairman of the Board, President and Chief Executive Officer, Frederick W. Smith, founded the company and
pioneered the express transportation industry over 35 years ago.

This long tenure plays a significant role in our executive compensation. As one example, we provide base
salary merit increases each year, so each named executive officer has experienced many years of such
increases. Also, annual bonus amounts are calculated as a percentage of base salary, so higher base salaries
may result in higher annual bonuses if performance justifies a payout. More important than any formulaic
effect, however, the long tenure of the named executive officers has made them especially knowledgeable
about our business and our industry and thus particularly valuable to the company and our shareowners. We
cannot afford to lose these long-tenured officers or their invaluable knowledge, particularly given how critical
they are to the future performance of the company.

At the same time, we face significant challenges in our efforts to retain these officers. Under the leadership
of these officers, we have experienced strong long-term financial growth and shareowner return, and FedEx
has become one of the most trusted and respected brands in the world. As a result, there is a significant risk
that these leaders will be presented with other career opportunities, including more senior positions and at
higher levels of compensation. We have a duty to our shareowners to overcome these obstacles and continue
to retain these officers, and we design our compensation program to fuffili this important obligation.

As with tenure, position and level of responsibility are important factors in the compensation level of any
FedEx employee, including the named executive officers. There are internal salary ranges for each level, and
annual target bonus percentages, long-term bonus amounts, and the number of options and restricted shares
awarded are all closely tied to management level and responsibilities. For instance, all FedEx Corporation
executive vice presidents have the same salary range and annual target bonus percentages and receive the
same long-term bonus and the same number of options and restricted shares in the annual grant.

Because retention is so imperative and tenure and management level are such determinative factors, we
use external survey data as a guideline only. Thus, the target compensation levels of our named executlve
officers do not neatly correspond to a specified percentile of compensation in those surveys.
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We design our executive compensation program to further FedEx's mission of producing superior financial
returns for shareowners by pursuing the following objectives:

Objective

How Pursued

Generally

Specifically

Retain and attract highly qualified
and effective executive officers.

Pay competitively.

Use comparison survey data as a
point of reference when setting
target levels for total direct
compensation, which includes
both fixed and variable, at-risk
components tied to stock price
appreciation and short- and
long-term financial performance.

Motivate executive officers to
contribute to our future success
and to build long-term
shareowner value and reward
them accordingly.

Link a significant part of
compensation to FedEx's financial
and stock price performance,
especially long-term performance.

Woeight executive compensation
program in favor of incentive and
equity-based compensation
elements (rather than base
salary), especially long-term
incentive cash compensation and
equity incentives in the form of
stock options and restricted
stock.

Further align executive officer and
shareowner interests.

Encourage and facilitate
long-term shareowner returns and
significant ownership of FedEx
stock by executives.

Make annual equity-based grants,
tie long-term cash compensation
to growth in our earnings per
share (“EPS") because growth in
our earnings per share strongly
carrelates to long-term stock price
appreciation, and maintain a
stock ownership goal for senior
officers and encourage each
officer to retain shares acquired
upon stock option exercises until
his or her goal is met.

Our executive compensation philosophy is to (i) closely align the compensation paid to our executives
with the performance of the company on both a short-term and long-term basis, and (ji) set performance
goals that support the company’'s core long-term financial goals of:

* Growing revenue by 10% per year,;

* Achieving a 10%+ operating margin;

* Increasing EPS by 10% to 15% per year;

* Improving cash flow; and

* Increasing returns, such as return on invested capital.

Our executive compensation is thus, in large measure, highly variable and directly linked in the planning
process to the above goals and increases in the FedEx stock price aver time,
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FedEx's compensation program for executive officers consists of the following elements, each of which is
consistent with our executive compensation philosophy and helps to achieve our overall compensation-related

objectives:
Element Key Features Primary Objective
Base salary » Reviewed and adjusted at least annually. Provide enough fixed pay in

» Independent Board members, upon the

recommendation of the Compensation
Committee, approve any changes to CEO'’s
base salary.

CEOQ approves any annual merit increases to
the base salaries of the other named
executive officers within limits established by
the Compensation Committee.

cash to retain and attract
highly marketable
executives in a competitive
market for executive talent.

Cash payments under
annual incentive
compensation ("AIC”)
program

AIC payouts are tied to meeting internal
annual financial performance goals (100% of
target payout for CEQO, and 70% of target
payout for non-CEQ named executive
officers).

Independent Board members, upon the
recommendation of the Compensation
Committee, approve CEQ’s AIC payout
opportunities and may adjust his payout
upward or downward based upon their
annual evaluation of his performance.

AIC payouts for non-CEO named executive
officers are also tied to the achievement of
individual objectives established at the
beginning of the fiscal year for each
executive (30% of the target payout}, and
achievement level is based upon CEQ's
evaluation at the conclusion of the fiscal
year, which is reviewed by the Compensation
Committee.

Payouts above target levels are based upon
above-target achievement of annual financial
performance objective, rather than individual
objectives.

Maximum AIC payout represents three times
the portion of the target payout that is based
upon the achievement of annual financial
performance objective {plus the portion that
is based upon the achievement of individual
performance objectives). See page 32 for an
illustration of the fiscal 2008 AIC formulas
and payout opportunities.

Motivate executive officers
to achieve our annual
financial goals and other
business objectives and
reward them accordingly.

21




Element

Key Features

Primary Objective

Cash payments under
long-term incentive
compensation (“LTI")
program

» LTi payouts are tied to meeting internal

aggregate EPS goals over a three-fiscal-year
period.

LTI program provides for target payouts if the
three-year average annual EPS growth rate
is 12.5% and maximum payouts {equal to
150% of the target payouts) if the growth
rate is 15% or higher.

No LTI payout is made unless the three-year
average annual EPS growth rate is at least
5%.

independent Board members, upon the
recommendation of the Compensation
Committee, approve CEO's LTI payout
opportunities. '

Motivate executive officers
to contribute to our future
success and to build
long-term shareowner value
and reward them
accordingly.

Stock options

Exercise price of stock options is equal to
the fair market value of FedEx's common
stock on the date of grant (defined as the
average of the high and low trading prices of
FedEx’'s stock on the New York Stock
Exchange on that day).

Stock options are generally granted on an
annual basis to executive officers.

Stock options granted to executive officers
generally. vest ratably over four years
beginning on the first anniversary of the
grant date.

Unvested stock options are forfeited upon
termination of employment for any reason
other than death, permanent disability or
retirement. In addition, unvested stock
options granted on or after June 1, 2006
terminate upon retirement.

Independent Board members approve CEQ'’s
stock option compensation.

Further align executive
officer and shareowner
interests by facifitating
significant ownership of
FedEx stock by the officers,
which creates a direct link
between their compensation
and long-term shareowner
return, and also further
encourage retention of the
officers.
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Element

Key Features

Primary Objective

Restricted stock

» Restricted stock awards are generally made

on an annual basis to executive officers.

Restricted stock granted to executive officers
generally vests ratably over four years
beginning on the first anniversary of the
grant date.

Unvested restricted stock is forfeited upon
termination of employment for any reason
other than death, permanent disability or
retirement.

As noted below, FedEx pays the taxes
resulting from a restricted stock award on
behalf of the recipient.

Further aligh executive
officer and shareowner
interests by facilitating
significant ownership of
FedEx stock by the officers,
which creates a direct link
between their compensation
and long-term shareowner
return, and also further
encourage retention of the
officers.

When setting compensation
levels, we establish the
value of the restricted stock
award by including the
amount of the related tax
reimbursement payment.
Therefore, the officers
receive fewer shares in
each award than they
otherwise would. The tax
reimbursement payments
are intended to prevent the
need for the officer to sell a
portion of a stock award to
pay the corresponding tax
obligation.

Other annual
compensation, including
perquisites and tax
reimbursement payments

Includes personal use of corporate aircratt,
though officers are required to-reimburse
FedEx for substantially all of the incremental
cost to FedEx of such usage (pursuant to
FedEx's written policy setting forth guidelines
and procedures regarding personal use of
FedEx corporate aircraft).

Includes security services and equipment
pursuant to FedEx's executive security
procedures, tax return preparation and
financial counseling services and tax
reimbursement payments relating to
restricted stock awards, certain business-
related use of corporate aircraft, certain
perguisites and benefits accrued under our
supplemental non-tax-qualified pension plan.

The Compensation Committee reviews the
type and amount of this other compensation
in light of market practices to ensure they
remain appropriate and consistent with the
overall executive compensation program.

Independent Board members, upon the
recommendation of the Compensation
Committee, approve CEQ’s perquisites, tax
reimbursement payments and other annual
compensation.

Retain and attract highly
qualified and effective

executives and allow them
to work more productively.

Alleviate safety and security
concerns.
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Element

Key Features

Primary Objective

Post-employment and
change-of-control
payments and benefits,
such as through our
pension plans and
management retention
agreements

» None of FedEx's named executive officers
has an employment agreament, but they are
entitled to receive certain payments and
benefits upon termination of employment or
a change of control of FedEx, including:

* Retirement benefits under a tax-qualified,
defined benefit plan and a supplemental
non-tax-qualified plan.

* Accelerated vesting of restricted stock
upon the executive's retirement (at or
after age 60), death or permanent
disability or a change of control of FedEx.

* Accelerated vesting of stock options upon
the executive’s death or permanent
disability or a change of control of FedEx.

* Lump sum cash payments and
post-employment insurance coverage
under the executives’ Management
Retention Agreements (“MRAs") upon a
qualifying termination of the executive
after a change of control of FedEx.

» The Compensation Committee reviews this
post-employment compensation in light of
market practices to ensure it remains
appropriate.

Retain and attract highly
qualified and effective
executives by providing
them with a measure of
financial security and
stability.

The supplemental
non-tax-qualified plan is
designed 1o provide to the
executives the additional
benefits that would be paid
under the tax-qualified plan
but for certain benefit limits
under laws applicable to
that ptan.

The MRAs are intended to
secure the executives’
continued services in the
event of any threat or
occurrence of a change of
control, which further aligns
their interests with those of
our shareowners when
evaluating any such
potential transaction.

Compensation Objectives and Design-Related Features

Duty to Retain and Altract.

FedEx is widely acknowledged as one of the world's most admired and

respected companies, and it is our people — our greatest asset — that give us our strong reputation.
Because FedEx operates a global enterprise in a highly competitive business environment, we compete for
talented management with some of the largest companies in the world — in our industry and in others. Qur
global recognition and reputation for excellence in management and leadership make our employees
aftractive targets for other companies, and our key employees are aggressively recruited. Accordingly, we
have a duty to our shareowners to ensure that our overall compensation program competes well against all
types of companies and continues to retain and attract the right people. Each element of compensation is
intended to fulfill this important obligation.

Benchmarking. Our executives are aggressively recruited and their relatively long tenure combined with
the invaluable institutional and industry knowledge they have as a result make it particularly important that we
retain them. In order to ensure that our compensation remains competitive, we refer to the 75" percentile of
target compensation for comparable positions in comparison surveys when setting target levels for total direct
compensation, which includes both fixed and variable, at-risk components tied to stock price appreciation and
short- and long-term financial performance.

For the fiscal 2008 executive compensation review, we considered data published by two major consulting
firms: Towers Perrin and Hewitt Associates. Each consulting firm provided target compensation data on
general industry companies {(excluding financiat services companies) in its respective database with annual
revenues in excess of $10 billion. A list of these companies is attached to this proxy statement as Appendix A,
and the annual revenues of FedEx in fiscal 2008 ($38 billion) were at the 70" percentile of the annual
revenues of these companies in their respective most recently completed fiscal years. General industry is an
appropriate comparison category because our executives are aggressively recruited by and from businesses
outside FedEx's industry peer group. Using a robust data sample (206 companies) helps to mitigate the
impact of outliers and the risk of selection bias (as noted below) and increases the likelihood of comparing
with companies with executive officer positions similar to ours.
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Because the annual revenues of these companies vary significantly, each consulting firm used regression
analysis to make it possible to include data from a large number of both larger and smaller companies,
thereby avoiding the selection bias inherent with using a small peer group of similar sized companies.
Regression analysis is a statistical tool for examining the relationship between two or more variables — in this
case, compensation and company size, as measured by annual revenues. As a result of this regression
analysis, consistent with market practice, each consutting firm adjusted its compensation data to ensure that it
most accurately reflected compensation for companies with revenues similar to ours. In addition, consistent
with market practice, each firm increased, or “aged,” the data to approximate the value of the compensation
at the beginning of our fiscal 2008. The data results provided by each firm were then averaged to arrive at
blended market compensation data for general industry executives.

When we compare the elements of compensation of our executive officers to the benchmarking survey
data, we group the elements into two categories:

* Annual base salary plus target AIC payout {i.e., assuming achievement of all individual and corporate
objectives), the sum of which we call total cash compensation (“TCC").

+ TCC plus target LTI payout plus long-term equity incentive awards (stock options and restricted stock)
plus tax reimbursement payments on restricted stock awards, the sum of which we call total direct
compensation {“TDC").

The TDC formula is illustrated below:

SHORT-TERM LONG-TERM
COMPENSATION COMPENSATION
Base Salary | + AlC = TCC + LT + | Stock |+ | Restricted | =TDC
Financial Objectives
3-Year
N + Aggregate Annual Annual
Individual Objectives EPS Goal Grant Grant

* Includes related tax reimbursement payments.

Other elements of compensation (such as perquisites and retirement benefits) are not included in our TDC
formula, consistent with our comparison survey information. Accordingly, these other elements are not
benchmarked against survey data, and decisions as to these other elements do not influence decisions as to
the elements of compensation that are included in the TDC formula. These other elements of compensation,
however, are reviewed and approved by our Compensation Committee.

Pay for Performance. Our executive compensation program is intended not only to retain and attract
highly qualified and effective managers, but also to motivate them to substantially contribute to FedEx’s future
success for the long-term benefit of shareowners and reward them for doing so. Accordingly, we believe that
there should be a strong relationship between pay and corporate performance (both financial results and
stock price), and our executive compensation program reflects this belief. In particular, AIC payments; LTI
payments and stock options represent a significant portion of our executive compensation program, as shown
by the chart below, and this variable compensation is “at risk” and directly dependent upon the achievement
of pre-established corporate goals or stock price appreciation:

» AIC payouts are primarily tied to meeting company annual financial performance goats (with a smaller
percentage tied to meeting individual performance objectives) and LTI payouts are tied to meeting
aggregate EPS goals over a three-fiscal-year period.

» The exercise price of stock options granted under our equity incentive plans is equal to the fair market
value of our common stock on the date of grant, so the options have value to the executive only if the
stock price appreciates.

Accordingly, because our financial performance and stock price were down in fiscal year 2008:

+ Qur fiscal 2008 AIC and LT! payouts were much lower than for 2007. The fiscal 2008 AIC payout
related only to the achievement of individual performance objectives (there was no payout related to
company performance).
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+ As of August 4, 2008, the stock options awarded to our named executive officers in the fiscal 2008,
2007 and 2006 annual grants were “underwater” {or “out of the money”) — our stock price was less
than the exercise price of the options.

The following chart illustrates for each named executive officer the aflocation of fiscal 2008 target TDC
| between base salary and incentive and equity-based compensation elements:

Fiscal 2008 Targeted TDC Components
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F. W. Smith A.B.Grat Jr. D J. Bronczek T. M. Glenn D. F. Rebholz

Not only is our executive compensation program weighted towards variable, at-risk pay components, but
we emphasize incentives that are dependent upon long-term corporate performance and stock price
appreciation. These long-term incentives include LTI cash compensation and equity-based awards (stock
options and restricted stock), and they comprise a significant portion of an executive officer’s total
compensation. These incentives are designed to motivate and reward the executive officers for achieving
long-term corporate financial performance goals and maximizing long-term shareowner value. These
incentives also encourage the retention of the executive officers.

The following chart illustrates for each named executive officer the allocation of fiscal 2008 target TDC
between long-term incentives (LTI, stock options and restricted stock, including the related tax reimbursement
payment) and short-term components (base salary and AIC):

Fiscal 2008 Long-Term vs Short-Term Compensation
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F. W, Smith A.B. Graf, Jr. D. J. Bronczek T.M. Glenn D. F. Rebholz
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We include target AIC payouts and LTI payouts (discounted to present value) in the TCC and TDC
formula, so the actual compensation paid may vary widely from targeted levels in the short term because
compensation earned under the AIC and LTI programs is variable and commensurate with the level of
achievement of pre-established financial performance goals. When we achieve superior results, we reward our
executives accordingly under the terms of these programs. Conversely, when we fall short of our business
objectives, payments under these variable programs decrease accordingly. As an example, as shown by the
chart below, the actual fiscal 2008 TDC of our named executive officers was below targeted levels because
our fiscal 2008 financial performance fell short of our pre-established goals.

. Comparison of
Fiscal 2008 Target TDC to 75" Percentile Market Reference Point
andof =~ .
Fiscal 2008 Actual TDC to Fiscal 2008 Target TDC

140%

130%

120% / \
110% /

100% /
90‘70 /_/_ 4/”—\“‘-:.

80%
70%
60% T T T .
F. W. Smith A.B. Graf, Jr. D. J. Bronczek . T.M.Glenn D. F. Rebholz
—e— Fiscal 2008 Target TDC vs Market Reference —a— Fiscal 2008 Actual TDC vs Target TDC

Where target TDC is higher than our 75" percentile reference, it is because of specific retention concerns
and the important role of tenure, management level and responsibilities on our compensation. For example,
Mr. Glenn's fiscal 2008 compensation reflects the breadth and importance of his recently increased
responsibilities, which far exceed those of the typical top sales and marketing executive. In addition to his
duties as our top sales and marketing executive, Mr. Glenn is responsible for FedEx's investor relations and
corporate communications functions. Additionally, Mr. Glenn is the head of the FedEx Services business
segment, which has nearly 40,000 employees and includes the following FedEx companies, for which he is
responsible: FedEx Services, as its chairman, president and chief executive officer; FedEx Office (formerly
known as FedEx Kinko's), as its chairman; FedEx Customer Information Services, as its vice-chairman and
co-chief executive officer; and FedEx Global Supply Chain Services, as its chairman. No single position in the
comparison surveys fully captures the breadth of Mr. Glenn's responsibilities. Accordingly, consistent with
market practice, we apply a premium to the survey data for the position of top sales and marketing executive
to partially account for his additional responsibilities relative to that position.

While we benchmark our targeted executive compensation levels against the comparison survey group of
companies, we do not benchmark our AIC and LTI financial performance goals against these companies or
any other group of companies. Rather, as discussed below, our AIC and LTl financial performance goals are
based upon our internal business objectives. Accordingly, the relationship between our financial performance



and the financial performance of the comparison survey group does not necessarily affect the relationship
between our executive compensation and the executive compensation of that group in a given year.

Our ten-year total shareholder return, or TSR, ranks in the top quartile of the companies in the comparison
survey group, so our performance compares quite favorably with these companies over the long term. We
believe that long-term performance is the most important measure of our success, as we manage FedEx's
business and affairs for the long-term benefit of our shareowners. However, our business is highly cyclical and
especially susceptible to trends in economic activity, such as the recent economic downturn and record high
fuel prices. In addition, we face intense competition and our market is highly sensitive to price and service.
Moreover, our business is capital intensive, and we continue to make long-term strategic investments in our
business that may have short-term profit implications. As a result, our recent earnings and stock price
performance do not compare as favorably with the companies in the comparison survey group. Reflecting this
relatively weak financial performance and consistent with our pay for performance philosophy, our fiscal 2008
compensation was below targeted levels, as noted above.

Align Management and Shareowner Interests. We award stock options and restricted stock to create
and maintain a long-term economic stake in the company for the officers, thereby aligning their interests with
the interests of our shareowners.

In addition, as discussed above, payout under our LTI program is dependent upon achievement of an
aggregate EPS goal for a three-fiscal-year period. EPS was selected as the financial measure for the LTI ptan
because growth in our EPS strongly correlates to long-term stock price appreciation.

The following graph illustrates the relationship between FedEx’s EPS growth and stock price appreciation
{(based on the fiscal year-end stock price and adjusted for stock splits) from 1978 to 2008:
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in order to encourage significant stock ownership by FedEx's senior management, including the named
executive officers, and to further align their interests with the interests of our shareowners, the Board of
Directors has adopted a stock ownership goal for senior officers, which is included in FedEx's Corporate
Governance Guidelines. With respect to our executive officers, the goal is that within four years after being
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appointed to his or her position, each officer own FedEx shares valued at the following multiple of his or her
annual base salary:

s 5x for the Chairman of the Board, President and Chief Executive Officer; and
* 3x for the other executive officers.

For purposes of meeting this goal, unvested restricted stock is counted, but unexercised stock options are
not. Untit the ownership goal is met, the officer is encouraged to retain (but is not required to do so) “net
profit shares” resulting from the exercise of stock options. Net profit shares are the shares remaining after
payment of the option exercise price and taxes owed upon the exercise of options. As of August 4, 2008,
each executive officer exceeded the stock ownership goal.

In addition, we generally prohibit al members of management, including the named executive officers,
from engaging in certain types of transactions involving FedEx stock that may signal a lack of confidence in
FedEx’s prospects or may lead to inadvertent insider trading violations, such as transactions in publicly traded
options, short sales, holding stock in a margin account or pledging it as collateral for a loan, and hedging or
monetization transactions.

Role of the Compensation Committee, Its Compensation Consultant and the Chairman of the Board,
President and Chief Executive Officer

Our Board of Directors is responsible for the compensation of our executive management. The purpose of
the Board's Compensation Committee, which is composed solely of independent directors, is to help
discharge this responsibility by, among other things:

+ Reviewing and discussing with management the factors underlying our compensation policies and
decisions, including overall compensation objectives;

» Reviewing and approving all company goals and objectives (both financial and non-financial) relevant
to the compensation of the Chairman of the Board, President and Chief Executive Officer;

» Evaluating, together with the other independent directors, the performance of the Chairman of the
Board, President and Chief Executive Officer in light of these goals and objectives and the quality and
effectiveness of his leadership;

* Recommending to the Board for approval by the independent directors each element of the
compensation of the Chairman of the Board, President and Chief Executive Officer,

« Reviewing the performance evaluations of all other members of executive management (the Chairman
of the Board, President and Chief Executive Officer is responsible for the performance evaluations of
the non-CEQ executive officers);

+ Reviewing and approving each element of the compensation, as well as the terms and conditions of
employment, of these other members of executive management; and

* QOverseeing the administration of our equity compensation plans, including approving all awards
granted under the plans, and reviewing the costs and structure of our key employee benefit and
fringe-benefit plans and programs.

In furtherance of the Compensation Committee’s responsibility, Towers Perrin was retained as the
Committee’s outside consultant to assist the Committee in evaluating FedEx’s executive compensation during
fiscal 2008. In connection with this engagement, the consultant reported directly and exclusively to the
Committee. The consultant participated in Committee meetings, reviewed Committee materials and provided
advice to the Committee upon its request. For example, the consultant updated the Committee on trends and
issues in executive compensation and commented on the competitiveness and reasonableness of FedEx's
executive compensation program. The consultant also assisted the Committee in the development and review
of FedEx's AIC and LTI programs, including commenting on performance measures and the goal-setting
process.
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During fiscal 2008, Towers Perrin performed the following other services for the company unrelated to
exscutive compensation;

* Consulting services related to employee healthcare and retiree medical benefits {these services were
discontinued as of May 31, 2008); and

* Consulting services and benchmarking survey data production related to non-executive compensation.

Because the fees paid by the company to Towers Perrin for these services and for providing the executive
compensation benchmarking survey data described above are not material, either individually or in the
aggregate, the Compensation Committee has determined Towers Perrin to be independent from FedEx.
Compensation Committee preapproval is required for any services to be provided to the company by the
Committee’s independent compensation consultant. This helps ensure that the consultant maintains the
highest level of independence from the company, in both appearance and fact.

The Chairman of the Board, President and Chief Executive Officer, who attends most meetings of the
Compensation Committee, assists the Committee in determining the compensation of all other executive
officers by, among other things:

* Approving any annual merit increases to the base salaries of the other executive officers within limits
established by the Committee;

* Establishing annual individual performance objectives for the other executive officers and evaluating
their performance against such objectives (the Committee reviews these performance evaluations);
and ’

* Making recommendations, from time to time, for special stock option and restricted stock grants (e.g.,
for motivational or retention purposes) to other executive officers.

The other executive officers do not have a role in determining their own compensation; other than
discussing their annual individual performance objectives with the Chairman of the Board, President and Chief
Executive Officer.

Compensation Elements and Fiscal 2008 Amounts
Base Salary

The base salaries of our executive officers are reviewed and adjusted at least annually to reflect, among
other things, the executive compensation survey data discussed above for base salaries for comparable
positions, the tenure of the officers, and the base salaries of the officers relative to one another, as well as the
internal salary ranges for the officer's level.

Effective July 2007, each named executive officer received an annual merit increase of 3.5% to his base
salary. Effective October 2007, Mr. Glenn received an additional base salary increase of 3.74% based upon his
increased responsibilities resulting from the realignment of FedEx Office under FedEx Services, which he
leads. Effective December 2007, in connection with the elimination of Mr. Rebholz’'s vehicle allowance, he
received an additional base salary increase in an amount equal to the annual car allowance, $6,955 (or less
than 1% of his previous base salary). As a result of these increases, the annual base salaries of our named
executive officers as of May 31, 2008 were as follows:

Name Annual Base Salary
FW. Smith . . . e e $1,434,840
AB. Graf, dr. . .. 902,784
D BronCzZeK ... . e e e e e 942,756
TM. Glenn. . ... ... e e 832,188
DF Rebholz . ... ... i e e 875,016
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Cash Payments Under Annual Incentive Compensation Plans

Our AIC program provides an annual cash bonus opportunity to our employees, including the named
executive officers, at the conclusion of each fiscal year based upon the achievement of AIC objectives for
company and individual performance established at the beginning of the year, as illustrated below:

Annual Bonus Target Company Individual
Base Sala X Percentage x | Performance + Performance = AIC Payout
i g Factor Factor ' ,

Target AIC payouts are established as a percentage of the executive officer's base salary. Payouts above
target levels are based upon the company's performance, rather than achievement of individual objectives;
accordingly, the executive officer receives above-target payouts only if the company exceeds the AIC target
objective for annual financial performance. The maximum AIC payout represents three times the portion of the
target payout that is based upon target annual financial performance (plus the portion of the target payout
that is based upon the achievement of individual performance objectives).

As an example of our commitment to compete collectively and manage collaboratively, the AIC payout for
all named executive officers, including the operating segment CEOs, is tied to the performance of FedEx as a
whole — for the fiscal 2008 AIC plan, consolidated pre-tax income. The company performance factor is a
pre-established multiplier that corresponds, on a sliding scale, to the percentage achievement of the AIC
target objective for annual financial performance. The multiplier matrix for company performance factors is
designed so that if the AIC annual financial performance threshold (for fiscal 2008, consolidated pre-tax
income of $3.677 billion) is achieved but is less than target (for fiscal 2008, consolidated pre-tax income of
$3.738 billion), the multiplier decreases on a sliding scale based on the percentage achievement of the AIC
target objective. On the other hand, if the company exceeds the AIC target objective, the multiplier increases
on a sliding scale {up to the maximum, as described above) based on the percentage that the target objective
is exceeded up to the AIC annual financial performance maximum {for fiscal 2008, consolidated pre-tax
income of $4.418 billion).

AIC objectives for company annual financial performance are typically based upon our business plan for
the fiscal year, which is reviewed and approved by the Board of Directors. Consistent with our long-term
focus, we measure performance against our business plan, rather than a stipulated growth rate or an average
of growth rates from prior years, to account for short-term economic and competitive conditions and
anticipated strategic investments that may have short-term profit implications. We address year-over-year
improvement targets through our LTI plans, as discussed below.

Ordinarily our business plan objective for the financial performance measure becomes the target objective
for company performance under our AIC plan. For the fiscal 2008 AIC plan, however, in order to further
motivate management to improve the company’s performance despite the expected weak economic
conditions and continued high fuel prices, we used the business plan objective for consolidated pre-tax
income as the threshold (rather than the target) under the AIC plan. In fact, for the fiscal 2009 AIC plan,
because of the same motivational considerations, the company financial performance threshold under the AIC
plan — which will be measured by EPS, rather than consolidated pre-tax income — will be even higher than
the business plan objective for EPS. In addition, under the fiscal 2009 AIC plan, the AIC payout opportunity
relating to individual performance witl be contingent upon achievement of EPS objectives under the plan (as
well as the achievement of individual performance objectives).

The fiscal 2008 AIC target payouts for the named executive officers, as a percentage of base salary, were
as follows: '

Name Target Payout '

FW. SIMItA . ot s e e e it e e e e e e 130%

AB. Graf, Jr. . ... ... e e e 90%

D BronCzZeK . . . o e e e e 100%

TM. GIBNN . . ottt e e e 90% .
DF RebDRNOIZ . . oot et e et e e e e 80%
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The following table illustrates for cur named executive officers the fiscal 2008 AIC formulas and total AIC
payout opportunities (as a percentage of the target payout described above):

Allocation of Goals

Individual Consolidated Payout
Objectives Pre-Tax Profit Opportunity

Target Maximum + Target Maximum = Target  Maximum

FedEx Corporation CEQ . ... ................ - - 100%  300% 100%  300%
FedEx Corporation EVPs .. ................. 30% 30% 70%  210% 100%  240%

FedEx ExpressCEO ... .................. .. 30% 30% 70%  210% 100%  240%
FedEx Ground CEO ... .................... 30% 30% 70% 210% 100%  240%

Chairman of the Board, President and Chief Executive Officer.  Mr. Smith’s AIC payout is tied to the
achievermnent of our internal goals for company financial performance for the fiscal year. Mr. Smith's threshold
(minimum) AIC payout is zero. His target AIC payout is set as a percentage of his base salary, and his
maximum AIC payout is set as a multiple of the target payout. The independent members of the Board of
Directors, upon the recommendation of the Compensation Commitiee, approve these percentages. The actual
AIC payout ranges, on a sliding scale, from the threshold to the maximum based upon the performance of the
company against our company financial peformance goals.

In addition, the independent Board members, upon the recommendation of the Compensation Committeg,
may adjust this amount upward or downward based on their annual evaluation of Mr. Smith’s performance,
including the quality and effectiveness of his leadership and the following corporate performance measures:

» FedEx’s stock price performance relative to the Standard & Poor's 500 Composite Index, the Dow
Jones Transportation Average, the Dow Jones Industrial Average and competitors;

= FedEx's stock price to earnings (P/E) ratio relative to the Standard & Poor's 500 Composite index, the
Dow Jones Industrial Average and competitors;

* FedEx’s market capitalization;
* FedEx’s revenue and operating income growth relative to competitors;

« FedEx's free cash flow (excluding business acquisitions}, return on invested capital (excluding certain
unusual itemns), and weighted average cost of capital;

-

+ Analyst coverage and ratings for FedEx’s stock;
+ FedEx's U.S. and international revenue market share; and
+ FedEx's reputation rankings by various publications and surveys.

None of these factors is given any particular weight in determining whether to adjust Mr. Smith’s bonus
amount.

Non-CEQ Narned Executive Officers. The AIC payouts for the other named executive officers are tied to
the achievement of (i) individual objectives established at the beginning of the fiscal year for each executive
(30% of the target payout), and (i) our internal goals for company financial perfarmance for the fiscal year
(70% of the target payout). The threshold {minimum) AIC payout is zero. The target AIC payout is set as a
percentage of the executive's base salary, and the maximum AIC payout is set as a multiple of the target
payout (the Compensation Committee approves these percentages). The actual AIC payout ranges, on a
sliding scale, from the threshold to the maximum based upon the performance of the individual and the
company against the objectives. :

Individual performance objectives for the non-CEQ named executive officers vary by management level
and by operating segment and include (but are not limited to):

* Provide leadership to support the achievement of financial goals;
+ Support and develop key strategic initiatives;

* Maintain the highest standards of corporate governance; and
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« Support diversity for our customers, our employees and our community.

Individual performance objectives are designed to further the company's business objectives. Achievement
of individual performance objectives is generally within each officer’s conirol or scope of responsibility, and the
objectives are intended to be achieved with an appropriate level of effort and effective leadership by the
officer. The achievement level of each non-CEOQ named executive officer’s individual objectives is based on
Mr. Smith’s evaluation at the conclusion of the fiscal year, which is reviewed by the Compensation Committee.

Fiscal 2008 AIC Performance and Payouts. The following table presents the consolidated pre-tax income
threshold, target and maximum for the company performance factor under our fiscal 2008 AIC plan and our
actual consolidated pre-tax income for fiscal 2008 {in millions):

Company Performance Measure Threshold  Target Maximum  Actual
Consolidated Pre-Tax Income .. ...... ... ... ... . $3677 $3,738 $4,418 $2,016

Based upon the company’s below-threshold actual performance and each non-CEQ named executive
officer’s achievement of individual performance objectives, payouts to the named executive officers under the
fiscal 2008 AIC plans were as follows (compared to the target and maximum payouts):

Target Maximum Actual

Name AIC Payout AIC Payout  AIC Payout
EW. Smith . .. ... e $1,865,292 $5,595,876 $ 0
AB . Graf, Jr. .. ... 812,506 1,950,014 231,564
D.J. BronCzek . ..o e e e e e 942,756 2,262,614 254,544
TM Glenn. .. ... e e e e s 748,969 1,797,526 202,222
DF Rebholz . ... . ... . i e i 700,013 1,680,031 203,704

The independent Board members, upon the recommendation of the Compensation Committee, decided
not to exercise their discretion (which is described above) to adjust the amount of Mr. Smith's fiscal 2008 AIC
payout. Accordingly, he did not receive a payout under the fiscal 2008 AIC plan.

Cash Payments Under LTI Program

The LTI program provides a long-term cash payment opportunity to members of management, including
the named executive officers, based upon achievement of aggregate EPS goals for the preceding three-
fiscal-year period. The LTI plan design provides for payouts that correspond to specific EPS goals established
by the Board of Directors. The EPS goals represent total growth in EPS (over a base year) for the three-year
term of the LTI plan.
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The following chart illustrates the relationship between EPS growth and payout:

LTl Payoﬁt Opportunity
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Three-Year Average Annual EPS Growth

As illustrated by the above chart, the LTI program provides for:
* Target payouts if the three-year average annual EPS growth rate is 12.5%;

+ Above-target payouts if the growth rate is above 12.5% up to a maximum amount (equal to 150% of
the target payouts) if the growth rate is 15% or higher; and

» Below-target payouts if the growth rate is below 12.5% down to a threshold amount (equal to 25% of
the target payouts) if the growth rate is 5%. No LTI payment is made unless the three-year average
annual EPS growth rate is at least 5%.

Exclusion of Kinko's-Related Charge from LTI Program. We acquired Kinke's, Inc. {now known as FedEx
Office} in fiscal 2004. During the fourth quarter of fiscal 2008, we recorded a charge of approximately
$891 million ($696 million, net of tax, or $2.23 per diluted share), predominantly for impairment of the value of
the Kinko's trade name and the goodwili recorded as a result of the Kinko's acquisition — $515 million related
to impairment of the trade name and $367 million related to reduction of the recorded value of the goodwill. In
June 2008, the Board of Directors, upon the recommendation of the Compensation Committee, decided that it
was in the best interests of the company and its shareowners to exclude the $891 million charge from fiscal
2008 EPS for purposes of (i) determining achievement levels under the FY2006-FY2008, FY2007-FY2008 and
FY2008-FY2010 LTI plans, and (i} setting EPS goals {by applying the above EPS growth rates) under the
FY2009-FY2011 LTI plan. The Board based this decision upon its belief that inciuding the charge in the
calculation of EPS for purposes of the first three plans would result in substantially reduced payouts that
would not accurately reflect the company’s core financial performance during the relevant three-year period.
The Board was also concerned that such an unfair result could adversely impact FedEx’s ability to retain its
highly qualified and effective management. With respect to the FY2009-FY2011 LTI plan, without excluding the
charge, the goals would be substantially too low and too easily exceeded, thereby resulting in above-target or
maximum payouts that would not accurately reflect the company’s core financial performance during the
three-year period.

Fiscal 2008 LT| Performance and Payouts. The following table presents the aggregate EPS threshold,
target and maximum under our FY2006-FY2008 LTI plan, which was established by the Board of Directors in
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2005, and our actual aggregate EPS (excluding the Kinko's-related charge, as discussed above) for the
three-year period ended May 31, 2008:

Actual
Performance Measure Threshold  Target  Maximum (em:ludin;I charge)
FY2006-FY2008 Aggregate EPS . . . ... ... ...... $15.62 $18.00 $18.85 $18.14

Based upon this performance, payouts to the named executive officers under the FY2006-FY2008 LTI plan
were as follows (compared to the threshoid, target and maximum payouts):

Name Threshold LTI Payout  Target LTI Payout Maximum LTI Payout  Actual LTI Payout
FW.Smith .................. $625,500 $2,500,000 $3,750,000 $2,705,000
AB Graf,Jdr. ...... ... . ... .. 187,500 750,000 1,125,000 811,500
DJ.Bronczek . .. ......... ... . 250,000 1,000,000 1,500,000 1,082,000
TM.Glenn .................. 187,500 750,000 1,125,000 811,500
DFRebholz................. 154,168 616,666 925,000 667,233

LT! Payout Opportunities. The Board of Directors has established LTI plans {for the three-fiscal-year
periods 2007 through 2009 and 2008 through 2010, providing cash payment opportunities for fiscal 2009 and
2010, respectively, if certain EPS goals are achieved with respect to those periods. The following table
presents the aggregate EPS thresholds, targets and maximums under these two plans and our progress
toward these goals as of May 31, 2008 (excluding the Kinko’s-related charge, as discussed above):

Actual Aggregate EPS

Performance Aggregate EPS Aggregate EPS Agﬂegate EPS as of May 31, 2008
Period Threshold Target aximum {excluding charge)
FY2007-FY2009. . .. $19.30 $22.24 $23.28 $12.31
(with one year remaining)
FY2008-FY2010. . .. 21.44 24.72 25.88 5.83

{with two years remaining)

The following table sets forth the threshold (minimum), target and maximum payouts for the named
executive officers under these two plans:

Estimated Future Payouts

Performance Threshold Target Maximum

Name Period ($) %) {$)
FW.Smith . ... .. FY2007-FY2008 875,000 3,500,000 5,250,000
FY2008-FY2010 875,000 3,500,000 5,250,000
AB.Graf, Jr. ... . FY2007-FY2009 300,000 1,200,000 1,800,000
' FY2008-FY2010 300,000 1,200,000 1,800,000
DJ. Bronczek ........ ... i e FY2007-FY2009 375,000 1,500,000 2,250,000
FY2008-FY2010 375,000 1,500,000 2,250,000
TM. Glenn. ... ... e FY2007-FY2009 300,000 1,200,000 1,800,000
FY2008-FY2010 300,000 1,200,000 1,800,000
DERebholz ........ ... . i FY2007-FY2009 250,000 1,000,000 1,500,000

FY2008-FY2010 250,000 1,000,000 1,500,000

Long-Term Equity Incentives - Stock Options and Restricted Stock

Amount. Stock options and restricted stock are generally granted on an annual basis to executive
officers. As discussed above, an officer’s position and level of responsibility are the primary factors that
determine the number of option shares and shares of restricted stock awarded to the officer in the annual
grant. For instance, all FedEx Corporation executive vice presidents receive the same number of options and
restricted shares in the annual grant.
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The number of stock options and restricted shares awarded at each management level can vary from year
to year. In determining how many option shares and shares of restricted stock should be awarded at each
level, the Compensation Committee may consider:

* Target TDC levels and comparison survey data — as discussed above, we include the total value of all
equity-based awards (including tax reimbursement payments for restricted stock awards) in our
calculation of TDC, and when setting the target TDC levels for our named executive officers, we refer
to the 75" percentile of the target TDC for comparable positions in the comparison surveys;

» The total numbher of shares then available to be granted; and

* Potential shareowner dilution. At May 31, 2008, the total number of option shares and shares of
restricted stock outstanding or available for future grant under our equity compensation plans
represented 6.5% of the sum of shares outstanding plus the option shares or shares of restricted
stock outstanding or available for future grant.

Other factors that the Compensation Committee may consider, especially with respect to special grants
outside of the annual-grant framework, include the promotion of an officer to a more senior position or the
desire to retain a valued executive or recognize a particular officer's contributions. None of these factors is
given any particular weight and the specific factors used may vary among individual executives.

Timing. In selecting dates for awarding equity-based compensation, we do not consider, nor have we
ever considered, the price of FedEx's common stock or the timing of the release of material, non-public
information about the company. Stock option and restricted stock awards are generally made on an annual
basis to executive officers.

When the Compensation Committee approves a special grant outside of the annual-grant framework, such
grants are made at a regularly scheduled meeting and the grant date of the awards is the approval date or
the next business day, if the meeting does not fall on a business day. If the grant is made in connection with
the promoticn of an individual or the election of an officer, the grant date may be the effective date of the
individual’'s promotion or the officer’s election, if such effective date is after the approval date.

Pricing. The exercise price of stock options granted under our equity incentive plans is equal to the fair
market value of FedEx’s common stock on the date of grant. Under the terms of our equity incentive plans,
the fair market value on the grant date is defined as the average of the high and low trading prices of FedEx’s
stock on the New York Stock Exchange on that day. We believe this methodology is the most equitable
method for determining the exercise price of our stock option awards given the intra-day price volatility often
shown by our stock.

Vesting. Stock options and restricted stock granted to executive officers generally vest ratably over four
years beginning on the first anniversary of the grant date. This four-year vesting period is intended to further
encourage the retention of the executive officers, since unvested stock options and restricted stock are
forfeited upon termination of the officer's employment for any reason other than death, permanent disability or
retirement. In addition, unvested stock opticns granted on or after June 1, 2006 terminate upon the officer’s
retirement,

Tax Reimbursement Payments for Restricted Stock Awards. As noted below, FedEx pays the taxes
resulting from a restricted stock award on behalf of the recipient. This prevents the need for the officer to sell
a portion of a stock award to pay the corresponding tax obligation. We include the amount of this “tax
gross-up” in the calculation of the recipient's TDC for purposes of setting target compensation levels.
Therefore, the officers receive fewer shares in each award than they would in the absence of the tax
reimbursement payment.

Voting and Dividend Rights on Restricted Stock. Holders of restricted shares are entitled to vote and
receive any dividends on such shares. The dividend rights are included in the computation of the value of the
resiricied stock award for purposes of determining the recipient’s totat compensation.
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Fiscal 2008 Awards. On July 9, 2007, the named executive officers were granted stock option and
restricted stock awards as follows:

Number of Number of Shares
Name Stock Options  of Restricted Stock
EW. Smith . . . . e e e e e 175,000 -
AB. Graf, Jr. . ... e 20,655 6,145
D Bronczek ... ..o e e e e e 27,540 7,901
TM. GIBNN . o o et e e e e e e 20,655 6,145
DE Rebholz .. ..o e e 13,770 5,267

As in previous years, at the request of Mr. Smith and in light of his significant stock ownership, the
Compensation Committee did not award him any restricted stock. Instead, his equity awards were in the form
of stock options, which have value only as the stock price increases from the date of grant.

On September 24, 2007, Mr. Glenn was granted 5,000 additional stock options in recognition of his
increased responsibilities resulting from the realignment of FedEx Office under FedEx Services, and on
January 14, 2008, Mr. Graf was granted 5,000 additional stock options in order to maintain internal pay equity.

Other Elements of Executive Compensation

Perquisites, Tax Reimbursement Payments and Other Annual Compensation. FedEx’s named executive
officers receive certain other annual compensation, including:

- cenain perquisites, such as personal use of corporate aircraft (though officers are required to
reimburse FedEx for substantially all of the incremental cost to FedEx of such usage), security
services and equipment, tax return preparation and financial counseling services and physical
examinations;

« umbrella insurance, group term life insurance and matching 401(k) contributions; and

* tax reimbursement payments relating to restricted stock awards (as discussed above), certain
business-related use of corporate aircraft and certain perquisites, umbrella insurance premiums and
benefits accrued under our supplemental non-tax-qualified pension plan.

We provide this other compensation to enhance the competitiveness of our executive compensation
program and to increase the productivity (corporate aircraft travel, professional assistance with tax return
preparation and financial ptanning), safety (security services and equipment) and heaith (annual physical
examinations) of our executives so they can focus on producing superior financial returns for our
shareowners. The Compensation Committee reviews and approves each of these elements of compensation,
and all of the independent directors approve each element as it relates to Mr. Smith. The Committee also
reviews and approves FedEx’s policies and procedures regarding perquisites and other personal benefits and
tax reimbursement payments, including:

« FedEx’s written policy setting forth guidelines and procedures regarding personal use of FedEx
corporate aircraft; and

+ FedEx's executive security procedures.

FedEx's executive security procedures prescribe the level of personal security to be provided to the
Chairman, President and Chief Executive Officer and other executive officers, are based on bona fide business-
related security concerns and are an integral part of FedEx's overall risk management and security program.
These procedures have been assessed by an independent security consulting firm, and deemed necessary and
appropriate for the protection of the officers and their families given the history of direct security threats against
FedEx executives and the likelihood of additional threats against the officers. The security services and
equipment provided to FedEx executive officers may be viewed as conveying personal benefits to the executives
and, as a result, must be reported in the Summary Compensation Table on page 39.

With respect to Mr. Smith, FedEx’s founder, the FedEx Corporate Security Executive Protection Unit, which is
composed of highly trained and experienced security professionals, provides comprehensive physical and
personal security services, including on-site residential security, for Mr. Smith and his family. The Board of Directors
befieves that Mr. Smith's personal safety and security are of the utmost importance to FedEx and its shareowners
and, therefore, the costs associated with such security are appropriate and necessary business expenses.
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Post-Employment Compensation. While none of FedEx's named executive officers has an employment
agreement, they are entitled to receive certain payments and benefits upon termination of employment or a
change of control of FedEx, including:

+ Retirement benefits under FedEx’'s pension plans, including a tax-qualified, defined benefit pension
plan called the FedEx Corporation Employees’ Pension Plan and a supplemental non-tax-qualified plan
called the FedEx Corporation Retirement Parity Pension Plan — which is designed to provide to the
executives the additional benefits that would be paid under the tax-qualified plan but for certain benefit
limits contained in the tax laws;

* Accelerated vesting of restricted stock upon the executive’s retirement (at or after age 60), death or
permanent disability or a change of control of FedEx;

* Accelerated vesting of stock options upon the executive's death or permanent disability or a change
of control of FedEx; and

* Lump sum cash payments and post-employment insurance coverage under the executives'
Management Retention Agreements upcon a qualifying termination of the executive after a change of
control of FedEx.

The Compensation Committee approves and recommends Board approval of all plans, agreements and
arrangements that provide for these payments and benefits.

In June 2008, the Board of Directors, upon the recommendation of the Compensation Committee,
amended the FedEx Corporation Retirement Parity Pension Plan, the supplemental, non-tax-qualified plan, to
maintain the interest rate and mortality assurnptions that were used before the June 2008 effectiveness of the
Pension Protection Act of 2006 for purposes of the lump sump payment of the traditional pension benefit
under the pian. In the absence of the amendment, a paricipant’s lump sum distribution could have been
reduced by as much as 14%, depending on retirement age and year of retirement, because of the legislation.
The Board based the decision to amend the plan on its belief that a significant reduction in ptan benefits
could have a material adverse impact on the retention of our long-tenured and valuable senior executives. The
traditional pension benefits provided to employees, including the named executive officers, under the
tax-qualified plan were not adversely affected by the legislation because only a minimal lump sum ($1,000 or
less) may be distributed under that plan.

Tax Deductibility of Compensation

Section 162(m) of the Internal Revenue Code (as clarified by IRS Notice 2007-49) limits the income tax
deduction by FedEx for compensation paid to the Chief Executive Officer and the three other highest-paid
executive officers (other than the Chief Financial Officer) to $1,000,000 per year, unfess the compensation is
“qualified performance-based compensation” or qualifies under certain other exceptions.

* Mr. Smith’s base salary is not designed to meet the requirements of Section 162(m) and, therefore, is
subject to the $1,000,000 deductibility limit.

» FedEx's equity compensation plans satisfy the requirements of Section 162(m) with respect to stock
options, but not with respect to restricted stock awards. Accordingly, compensation recognized by the
four highest-paid executive officers (excluding Mr. Graf} in connection with stock options is fully
deductible, but compensation with respect to restricted stock awards is subject to the $1,000,000
deductibility limit.

» FedEx’s AIC and LTI plans do not meet all of the conditions for qualification under Section 162{m).
Compensation received by the four highest paid executive officers (excluding Mr, Graf) under each of
these plans is subject, therefore, to the $1,000,000 deductibility limit.

We do not require all of our compensation programs to be fully deductible under Section 162(m) because
doing so would restrict our discretion and flexibility in designing competitive cornpensation programs to
promote varying corporate goals. We believe that our Board of Directors should be free to make
compensation decisions to further and promote the best interests of our shareowners, rather than to qualify
for corporate tax deductions. In fiscal 2008, we incurred approximately $4 million of additional tax expense as
a result of the Section 162{m) deductibility limit for compensation paid to the Chief Executive Officer and the
three other highest-paid executive officers (other than Mr. Graf).
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EXECUTIVE COMPENSATION

In this section we provide certain tabular and narrative information regarding the compensation of our
principal executive and financial officers and our three other most highly compensated executive officers for
the fiscal year ended May 31, 2008. For additional information regarding compensation of the named
executive officers, see “Compensation Discussion and Analysis” on page 19.

Summary Compensation Table

Change In
Penslon
Value and
Nonqualitied
Non-Equity Deterred
Stock Option  Incentive Plan Compensation _ All Other
Salary Bonus Awards Awards Compensation Earmnings Compensation  Total

Name and Princlpal Positlon Year (%) ® ()™ ($H e {$) 5w )

Frederick W. Smith . . . ... ......... 2008 1,430,466 - - 5,967,239 2,705,000 - 837,548 10,940,253
Chairman, President and Chief Executive 2007 1,393,831 - - 5,865,196 4,772,851 4,013,612 970,002 17,015,592
Officer {Principal Executive Officer)

AanB. Graf, Jr. .. .. .. ... ... 2008 900,240 - 1,777,472 B24,065 1,043,064 33,967 537,610 5,116,418
Executive Vice President and Chief 2007 869,798 - 1,144,247 952266 1,800,911 1,716,644 646,906 7,130,772

Financial Officer
{Principal Financial Officer)

,DavidJ. Bronczek . . ... ........... 2008 940,096 - 1,720,862 950,231 1,336,544 - 614,706 5,562,439
Prasident and Chief Executive Officer — 2007 908305 - 1,315,507 1,131,664 2,203,193 2,332,755 668,600 8,560,024
FedEx Express

T Michael Glenn . . . . ............. 2008 819,927 - 1,056,807 734,714 1,013,722 - 501,633 4,126,803
Executive Vice President, Market 2007 772872 - 933500 852,551 1,713,035 1,438,519 540,042 6,251,419

Development and
Corporate Communications

David F. Rebholz® ., . . ... ... ....... 2008 869,080 50,000 1,794,706 475,146 870,937 60,837 496,898 4,617,614
President and Chief Executive Officer — ’
FedEx Ground

(1) The amounts included in these columns reflect the value of restricted stock and option awards that were
recognized as an expense for financial statement reporting purposes in fiscai 2008 and 2007, calculated
pursuant to Statement of Financial Accounting Standards (“FAS") 123R, “Share-Based Payment,”
excluding, however, any estimate of forfeitures. Accordingly, the columns include amounts relating to
awards granted during and prior to the relevant fiscal year.

The value of restricted stock awards is based on the fair market value of FedEx's common stock (the
average of the high and low prices of the stock on the New York Stock Exchange) on the date of grant.
The entire value of any stock award granted on or after June 1, 2006 {the date of our adoption of

FAS 123R) to a retirement-eligible named executive officer is recognized as an expense in the year of
grant. Otherwise, the expense is recognized over the shorter of the four-year vesting period or the period
ending at the point in the vesting period when the officer becomes eligible for retirement.

For FAS 123R purposes, we use the Black-Scholes option pricing mode! to calculate the fair value of stock
options. The key assumptions for the Black-Scholes valuation method include the expected life of the
option, stock price volatility, the risk-free interest rate, dividend yield and exercise price. The exercise price
of stock options granted under FedEx’s stock option plans is the fair market value of FedEx’s common
stock {the average of the high and low prices of the stock on the New York Stock Exchange) on the date
of grant. The following table sets forth the FAS 123R assumptions used in the calculation of the amounts
for stock option awards presented in the table:

Fiscal Year Ended May 31,

2008 2007 2006 2005 2004
Expected lives . . ... .. o Syears Syears OSyears 4years 4 years
Expected volatility ............. ... ... . ... 19% 22% 25% 27% 32%
Risk-free interestrate . . ... ... ... ... ... ... ... .. 4,763% 4.879% 3.794% 3.55%% 2.118%
Dividendyield . ......... ... i, 0.337% 0.302% 0.323% 0.322% 0.310%




The following table sets forth each stock and option award represented in these columns for fiscai 2008
and the amount included for each such award in fiscal 2008.

Stock Awards Option Awards
Total Number
Total of Shares
Number of Amount Underlying Amount
Shares Included Options Included
Date of Awarded  In Fiscal 2008 Date of Awarded in Fiscal 2008

Name Award (#) (%) Award {#) (3)
FW. Smith............. - - - 6/2/2003 250,000 6,000

6/1/2004 325,000 1,534,460
6/1/2005 250,000 1,593,684
6/1/2006 200,000 1,607,110
7/9/2007 175,000 1,225,985

5,967,239
AB.Graf Jr. ........ ... 8/14/2003 7,443 49,956 6/2/2003 65,000 1,447
: 7/12/2004 6,145 186,315 6/1/2004 38,250 163,314
6/1/2005 6,145 220,836 6/1/2005 34,425 225,553
6/1/2006 6,145 481,709 6/1/2006 33,155 272,498
7/9/2007 6,145 828,616 7/9/2007 20,655 150,046
__ 1/14/2008 5,000 _ 11,207 '
1,777,472 824,065
DJ. Bronczek .......... 8/14/2003 9,924 66,662 6/2/2003 85,000 1,939
7/12/2004 7,901 252,414 6/1/2004 51,000 224,271
6/1/2005 7,901 283,942 6/1/2005 45,800 298,384
6/1/2006 7,901 451,967 6/1/2006 27,540 227,575
7/9/2007 7,801 _ 665,877 7/9/2007 27,540 _ 198,062
1,720,862 950,231
TM. Glenn ............ 8/14/2003 7,443 49,998 6/2/2003 65,000 1,447
7/12/2004 6,145 196,315 €/1/2004 38,250 163,314
6/1/2005 6,145 220,836 6/1/2005 34,425 225,553
6/1/2006 6,145 270,961 6/1/2006 20,655 172,509
7/9/2007 6,145 318,699 7/9/2007 20,655 150,046
9/24/2007 5,000 21,845
1,056,807 734,714
D.F Rebholz . .......... 8/14/2003 4,962 33,331 6/2/2003 30,000 586
7/12/2004 4,389 140,216 6/1/2004 25,500 102,337
6/1/2005 4,389 157,730 6/1/2005 22,950 152,722
6/1/2006 4,389 370,233 6/1/2006 13,770 117,442
9/1/2006 878 81,832 7/9/2007 13,770 102,059
7/9/2007 5,267 1,011,364
1,794,706 475,146
40




(2) Reflects cash payouts under FedEx's fiscal 2008 and 2007 annual incentive compensation plans and
FY06-FY08 and FY05-FYO7 long-term incentive plans, as follows (see pages 31-35 for further discussion of
the fiscal 2008 annual incentive compensation plan and the FY06-FY08 long-term incentive plan):

(3)

(4)

Total Non-Equity Incentive

Name Year AIC Payout LTI Payout Plan Compensation
FW.Smith .. ... ... . i i 2008 $ 0 $2,705,000 $2,705,000
2007 1,397,851 3,375,000 4,772,851
AB. Graf, Jr. . ... .. 2008 231,564 811,500 1,043,064
2007 675,911 1,125,000 1,800,911
DJ.Bronczek. . ........c i 2008 254,544 1,082,000 1,336,544
2007 703,193 1,500,000 2,203,193
TM.Glenn . .. ... .. e 2008 202,222 811,500 1,013,722
2007 588,035 1,125,000 1,713,035
DFERebholz. . .......... ... ... ........ 2008 203,704 667,233 © 870,937

Reflects the actuarial increase in the present value of the named executive officer's benefits under the
Pension Plan and the Parity Plan (as each such term is defined on page 51 under “Fiscal 2008 Pension
Benefits — Overview of Pension Plans™). The present value of the benefits under the Pension Ptan and the
Parity Plan for Messrs. Smith, Bronczek and Glenn decreased by the following amounts between fiscal
2007 and 2008: Mr. Smith — $743,362; Mr. Bronczek — $40,782; and Mr. Glenn — $202,487. The
amounts in the table and this footnote were determined using assumptions (e.g., for interest rates and
mortality rates) consistent with those used in the audited consolidated financial statements included in our
annual report on Form 10-K for the fiscal year ended May 31, 2008. See “Fiscal 2008 Pension Benefits™
on page 51.

Includes:

the aggregate incremental cost to FedEx of providing perquisites and other personal benefits;

umbrella insurance premiums paid on the officer's behalf;

group term life insurance premiums paid by FedEx {and with respect to Mr. Rebholz, accidental death
and dismemberment insurance premiums paid by FedEx};

company matching contributions under 401(k) plans; and

tax reimbursement payments relating to restricted stock awards, certain business-related use of
corporate aircraft and certain perquisites, umbrella insurance premiums and benefits accrued under

the Parity Plan using the cash balance formula.
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The following table shows the amounts included for each such item:

Perqulsites Company
and Other Umbrella Life Contributions Tax
Personal Insurance Insurance Under Reimbursement
' Name Year Benefits Premiums Premiums 401(k) Plans Payments Total

FW.Smith . . .............. 2008 $753,788 $2,338 $2,520 $7.174 $ 71,728 $837,548
2007 797,592 2,875 2,520 - 167,015 970,002
AB.Graf, Jr. . ....... ...... 2008 87,773 2,338 2,520 5,681 439,298 537,610
2007 205,460 2,875 2,520 500 435,551 646,906
D.J. Bronczek . ............ 2008 38,140 2,338 2,520 5,499 566,209 614,706
_ 2007 113,165 2,875 2,520 500 549,540 668,600
TM.Glenn................ 2008 33,805 2,338 2,520 7,923 455,047 501,633
2007 91,063 2,875 2,520 500 443,984 540,942
D.F Rebholz .............. 2008 36,693 2,338 2,268 9,724 445,875 496,898

{a) Includes $2,100 of group term life insurance premiums and $168 of accidental death and
dismemberment insurance premiums.

During fiscal 2008 and 2007, FedEx provided the following perquisites and other personal benefits to
the named executive officers:

* Personal use of corporate aircrafi: FedEx maintains a fleet of corporate aircraft that is used
primarily for business travel by FedEx employees. FedEx has a written policy that sets forth
guidelines and procedures regarding personal use of FedEx corporate aircraft. Effective March 1,
2007, the policy requires officers to pay FedEx twa times the cost of fuel for personal trips, plus
applicable passenger ticket taxes and fees. These payments are intended to approximate the
incremental cost to FedEx of personal corporate aircraft usage. Beginning in fiscal 2006 and
through February 28, 2007, the policy allowed personal use of FedEx corporate aircraft by the
named executive officers and their family members and guests without charge, subject to various
annual caps. '

+ Mr. Smith is not required to pay FedEx for any travel on corporate aircraft by his family
members or guests when they are accompanying him and he is on business travel. Mr. Smith
is required to pay FedEx, however, for any personal travel by him and any personal travel by
his family members or guests when they are accompanying him and he is on personal travel
or when they are traveling without him.

» Compensation is included in the table above for personal corporate aircraft travel (which for
this purpose includes travel to attend a board or stockholder meeting of an outside company
or entity for which the officer serves as a director or trustee) by a named executive officer and
his family members and guests to the extent, if any, that the aggregate incremental cost to
FedEx of all such trave! exceeds the amount the officer paid FedEx for such travel. The
incremental cost to FedEx of personal use of corporate aircraft is calcutated based on the
variable operating cost to FedEx, which includes the cost of fuel, aircraft maintenance, crew
travel, landing fees, ramp fees and other smaller variable costs. Because FedEx corporate
aircraft are used primarily for business travel, fixed costs that do not change based on usage,
such as pilots’ salaries and purchase and lease costs, are excluded from this calculation.

* in addition, when the aircraft are already flying to a destination for business purposes and the
officers or their family members or guests ride along on the aircraft for personal travel, there is
no additional variable operating cost to FedEx associated with the additional passengers, and
thus no compensation is included in the table above for such personal travel. With the
exception of Mr. Smith, the officer is still required 1o pay FedEx for such personal travel,
however, if persons on business travel occupy less than 50% of the total available seats on the
aircraft, The amount of such payment is a pro rata portion (based on the total number of
passengers) of the fuel cost for the flight, multiplied by two, plus applicable passenger ticket
taxes and fees.
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»  For tax purposes, income is imputed to each named executive officer for personal travel and
"business-related” travel (travel by the officer's spouse or adult guest who accompanies the
officer on a business trip for the primary purpose of assisting the officer with the business
purpose of the trip) for the excess, if any, of the Standard Industrial Fare Level (SIFL) value of
all such flights during a calendar year over the aggregate fuel payments made by the officer
during that calendar year. Pursuant to FedEx's executive security procedures, Mr. Smith is
required to use FedEx corporate aircraft for all travel, including personal travel. Accordingly,
FedEx reimburses Mr. Smith for taxes relating to any imputed income for his personal travel
and the personal travel of his family members and guests when they are accompanying him.
FedEx reimburses the other named executive officers for taxes relating to imputed income for
business-related trave!.

Security services and equipment: Pursuant to FedExX's executive security procedures, the
named executive officers are provided security services and equipment. To the extent the services
and equipment are provided by third parties (e.g., out-of-town transportation and other security-
 related expenses and home security system installation, maintenance and monitoring), we have
included in the table above the amounts paid by FedEx for such services and equipment. For
Mr. Smith, these amounts totaled $122,655 and $23,857 for fiscal 2008 and 2007, respectively. To
the extent the security services are provided by FedEx employees, we have included amounts
representing: (a) the number of hours of service provided to the officer by each such employee
multiplied by (b) the total hourly compensation cost of the employee (including, among other
things, pension and other benefit costs). For Mr. Smith, these amounts totaled $473,220 and
$403,405 for fiscal 2008 and 2007, respectively. For additional information regarding executive
security services provided to Mr. Smith, see page 37.

Tax return preparation services: FedEx requires officers to have their income tax returns
prepared by a qualified third party (other than our independent registered public accounting firm)
and pays all reasonable and customary costs for such services. FedEx also makes tax .ot
reimbursement payments relating to the income imputed to the officers for these services.

Financial counseling services: FedEx reimburses officers for cértain financial counseling
services, subject to various caps. FedEx also makes tax reimbursement payments relating to the
income imputed to the officers for these services. )

Personal use of company cars/car allowance: FedEx does not provide vehicles to any of the
named executive officers, except Mr. Smith. FedEx provides a sport-utility vehicle to Mr. Smith for
personal use. The vehicle manufacturer provides the vehicle to FedEx at no additional cost in
consideration of the companies’ business relationship. Prior to January 22, 2007, FedEx provided
two other vehicles to Mr. Smith for personal use. Those two vehicles were also provided to FedEx
at no additional cost in consideration of FedEx's business relationship with another vehicle
manufacturer. Even though FedEx did not incur any actual monetary costs with respect to any of
these vehicles, compensation is included in the table above for Mr. Smith in an amount equal to
the fair market lease value of the vehicles (which is also the amount of income that was imputed
to Mr. Smith for tax purposes) for the portion of the relevant fiscal year during which he had them.
In fiscal 2007, FedEx made tax reimbursement payments to Mr. Smith relating to the income
imputed to him for the vehicles in calendar 2006. Beginning with the 2007 calendar year, however,
FedEx no longer makes such tax reimbursement payments. Mr. Rebholz’s annual car allowance of
$6,955 was eliminated effective December 2007.

Physical examinations: FedEx pays for officers to have comprehensive annual physical
examinations.

Nominal hospitality gifts at company-sponsored events: FedEx occasionally provides officers
with nominal hospitality gifts at FedEx-sponsored events.
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(5)

(6)

The following table shows the amounts included in the table (the aggregate incremental cost to
FedEx) for each such item:

Personal Use
Personal Use Security Tax Return Financlal of Company
of Corporate Services and Preparation Counseling Cars/Car
Aircraft Equipment Services Services  Allowance Other Total

Name Year = $) (%) ($) ($) (™ (%)
FW.Smith ............. 2008 51,959 595,875 64,620 30,673 10,661 - 753,788
2007 234,427 427,262 64,883 37,383 32,235 1,402 797,592
AB.Graf, Jr. . .......... 2008 60,028 9,009 6,231 12,505 - - 87,773
2007 184,374 10,181 5,197 2,138 - 3,570 205,450
DJ. Bronczek ........... 2008 - 6,040 7,100 25,000 - - 38,140
2007 92,684 6,201 4,950 7,500 - 1,830 113,165
TM.Glenn ............. 2008 10,475 15,129 2,000 4,550 - 1,65% 33,805
2007 37,649 6,488 33,825 10,692 - 2,408 91,063
DF Rebholz .. ...... ....2008 2,663 5,733 4_,350 20,470 3,477 - 36,693

(@) The entire amounts shown for Messrs. Graf and Gienn for fiscal 2008 represent use of corporate
aircraft to attend board or stockholder meetings of outside companies or organizations for which the
officers serve as directors. The amounts shawn for fiscal 2007 include the following amounts for use
of corporate aircraft to attend board or stockholder meetings of outside companies or organizations
tor which the officers serve as directors: Mr. Graf — $96,963; Mr, Bronczek — $3,475; and
Mr. Glenn — $23,958.

(b) Includes physical examinations and nominal hospitality gifts at company-sponsored events.

Mr. Rebholz was not a named executive officer for fiscal 2007. Accordingly, the table includes
Mr. Rebholz's compensation for fiscal 2008 only.

Mr. Rebholz hecame the President and Chief Executive Officer of FedEx Ground on January 1, 2007, He
received a $50,000 bonus during fiscal 2008 in connection with his promotion.
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GRANTS OF PLAN-BASED AWARDS DURING FISCAL 2008
The following table sets forth information regarding grants of plan-based awards made to the named

executive officers during the fiscal year ended May 31, 2008:

All Other  All Other
Stock Option Grant
Awards:  Awards: Exercise Date Fair
Number Number of or Baze Closing Value of
of Sharos Securities Price of Price on Stock and
of Stock Underlying Optlon  Grant QOption

Estimated Future Paycuta Undar
Non-Equity Incentive Plan Awards

Type of Approval Threshold Target Maxdmum or Units Options Awards  Cate Awards

Name Plan/Award Grant Date Date {$) 3] %) [£4] {#) {$/Sh)"¥  ($/Sh) (5

FW.Smith . ... ......... Stock Option®  07/09/2007 07/08/2007 175,000 114.740 116.17 5,461,575
FYDB AICH 0 1,865,292 5595876
FYOB-FY10 LTI® 875,000 3,500,000 5,250,000

AB.Graf, Jr ... ... .. .. Restricted Stock® 07/09/2007 07/08/2007 6,145 705,077
Stock Option“’ 07/09/2007 07/08/2007 20,665 114740 116,17 644,622
Siock Option®™  01/14/2008 01/13/2008 5000 84655 B4.B64 96,140
FY08 AIC™ 0 812,506 1,950,014
FY08-FY10 LTI 300,000 1,200,000 1,800,000

D.J. Bronczek . . ... ... ... Restricted Stock® 07/09/2007 07/08/2007 7,901 906,561
Stock Option®  07/09/2007 07/08/2007 27.540 11474 11617 859,406
FYOB AICH 0 942,756 2,262,614
FYO8-FY10 LTI 375,000 1,500,000 2,250,000

TM.Glenn ., ... ... ..... Restrictad Stock® 07/09/2007 07/08/2007 6,145 705,077
Stock Option®™  07/09/2007 07/08/2007 20,655 11474 11617 644,622
Stock Option®  09/24/2007 09/23/2007 5000 103.35 102.86 127,661
FY08 AICW 0 748969 1,797,526
FY08-FY10 LTI® 300,000 1,200,000 1,800,000

DFRebholz. . .......... Restricted Stock® 07/09/2007 07/08/2007 5,267 604,336
Stack Option®  07/09/2007 07/08/2007 13,770 11474 11617 429,748
FY08 AIG® ¢ 700,013 1,680,031
FY08-FY10 LTI® 250,000 1,000,000 1,500,000

(1) The exercise price of the options granted to the individuals shown above was the fair market value of

(@

(3}

@)

(5)

FedEx’'s common stock {the average of the high and low prices of the stock on the New York Stock
Exchange) on the date of grant.

Represents the full grant date fair value of each equity-based award, computed in accordance with
FAS 123R.

Stock options granted to the named executive officers vest ratably over four years beginning on the first
anniversary of the grant date. The options may not be transferred in any manner other than by will or the
laws of descent and distribution and may be exercised during the lifetime of the optionee only by the
optionee. See pages 35-37 for further discussion of stock option awards.

In July 2007, the Compensation Committee (with respect to Messrs. Bronczek and Rebholz} and the
Board of Directors (with respect to Messrs. Smith, Graf and Glenn) established these annual performance
cash compensation plans, which provided a cash payment opportunity to the named executive officers at
the conclusion of fiscal 2008. Payment amounts were based upon the achievement of company financial
performance goals for fiscal 2008 and individual objectives established at the beginning of fiscal 2008 for
each officer other than Mr. Smith. See pages 31-33 for further discussion of these plans.

The Board of Directors established this long-term performance cash compensation plan in July 2007. The
plan provides a long-term cash payment opportunity to the named executive officers at the conclusion of
fiscal 2010 if FedEx achieves an aggregate earnings-per-share goal established by the Board with respect
to the three-fiscal-year period 2008 through 2010. No amounts can be earned under the plan until 2010
because achievement of the earnings-per-share goal can only be determined following the conclusion of
the three-fiscal-year period. The estimated individual future payouts under the plan are set dollar amounts
ranging from threshold (minimum) amounts, if the earnings-per-share goal achieved is less than target, up
to maximum amounts, if the plan goal is substantially exceeded. There is no assurance that these
estimated future payouts will be achieved. See pages 33-35 for further discussion of this plan.
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(6) Shares of restricted stock awarded to the named executive officers vest ratably over four years beginning
on the first anniversary of the grant date. Holders of restricted shares are entitled to vote such shares and
receive any dividends paid on FedEx common stock. FedEx pays the taxes resulting from a restricted
stock award on behalf of the recipient (these tax reimbursement payments are not included in the
computation of the grant date fair value of the awards shown in the table above; the payments are
reflected in “All Other Compensation” in the Summary Compensation Table on page 39). See
pages 35-37 for further discussion of restricted stock awards.
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OUTSTANDING EQUITY AWARDS AT END OF FISCAL 2008

The following table sets forth for each named executive officer certain information about unexercised stock
options and unvested shares of restricted stock held at the end of the fiscal year ended May 31, 2008:

Option Awards Stock Awards
lgumbcl-:t: of |'éumbulerI of
ecurities ecurities
Number of
Underlying Underlying Shares or Market Value of
Ungxz::rl‘zed U“g"ﬁf"‘?d Units of Stock  Shares or Units of
P(#) P(#) Option Option That Have Stock That Have
Exercise  Explration Not Vested Not Vested
Name Exercisable  Unexerclsable®™  Price ($) Date {#) {$)®
FW.Smith . ... ... oo 300,000 - 55.9375 0B/01/2009
300,000 - 36.0000 06/01/2010
437,500 - 40.4800 06/01/2011
375,000 - 53.7650 06/03/2012
250,000 - 64.5300 06/02/2013
243,750 81,250 72.8450 06/01/2014
125,000 125,000@ 89.7000  06/01/2015
50,000 150,000® 110.0600 06/01/2016
- 175,000% 114.7400 07/09/2017
AB. Grat, Jr. ...... ... ... 40,000 - 559375 08/01/2009
10,000 - 41,6563 01/21/2010
40,000 - 36.0000 086/01/2010
56,250 - 40.4900  08/01/2011
45,000 - 53.7650 06/03/2012
65,000 - 64.5300 06/02/2013
28,687 9,563(5* 72.8450 06/01/2014
17,212 17,2138 89.7000 086/01/2015
8,288 24,8677 110.0600 06/01/2016
- 20,655® 114.7400 07/09/2017
- 5,0009 84.6550 01/14/2018
15,364010 1,409,032
DJ.Bronczek . . ... ........ 40,000 - 55,9375 06/01/2009
20,000 - 404688  12/07/2009
12,600 - 41,6563  01/21/2010
60,000 - 36.0000 08/01/2010
72,531 - 40.4900 06/01/2011
60,000 - 53,7650 06/03/2012
85,000 - 64.5300 08/02/2013
38,250 12,7500 72.8450 06/01/2014
! 22,950 2295002 89.7000 06/01/2015
6,885 20,6554 110.06800 086/01/2016
- 27,540014 1147400 07/09/2017
19,75408 1,811,639
TM.Glenn . . .. ........... 10,000 - 41.6563 01/21/2010
56,250 - 40.4500 0s/01/2011
45,000 - 53.7650 08/03/2012
65,000 - 64.5300 06/02/2013
28,687 9,563(19 72.8450 (06/01/2014
17,212 1721309 89.7000 06/01/2015
5,163 15,49208) 110.0600 06/01/2016
- 20,6559 114.7400 07/09/2017
- 5,000%9 103.3500  09/24/2017
15,3641 1,409,032
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Option Awards Stock Awards

l;umbie: of gumb?l; of
ecurities ecurities
Number of
Ulimgiz?cyiis"egd Ul'::l:a?(:rrgls?egd Shares or Market Value of
Options Options Units of Stock  Shares or Units of
{#) #) Option Option That Have Stock That Have
Exercise Expiration Not Vested Not Vested
Name Exercisable  Unexercisable®  Price ($) Date (= (s)®
DF Rebholz. . ............ 7,500 - 64.5300 06/02/2013
6,375 6,375 72.8450 06/01/2014
5,738 11,4751 89.700¢  06/01/2015
3,442 10,32812% 110.0600  06/01/2016
- 13,7705 114.7400 07/09/2017
12,5118 1,147,384

{a) The following table sets forth the vesting dates of the options and restricted stock included in these

columns:

. Date Number Date Number'
FW.Smith. ............... M 0B/01/2008 81,250 A B.GrafJr .. ............ & 06/01/2008 9,563
@ 08/01/2008 62,500 ©  06/01/2008 8,606
06/01/2009 62,500 06/01/2009 8,607
®  06/01/2008 50,000 M 06/01/2008 8,289
06/01/2008 50,000 06/01/2009 8,289
06/01/2010 50,000 06/01/2010 8,289
@ 07/09/2008 43,750 ® p7/09/2008 5,163
07/09/2009 43,750 07/09/2008 5,164
07/09/2010 43,750 07/09/2010 5,164
07/09/2011 43,750 07/09/2011 5,164
@ 01/14/2009 1,250
01/14/2010 1,250
01/14/2011 1,250
01/14/2012 1,250
0% 06/01/2008 3,072
07/09/2008 1,536
07/12/2008 1,537
06/01/2008 3,073
07/09/2009 1,536
06/01/2010 1,537
, 07/09/2010 1,536
07/09/2011 1,537
D.ABronczek .. ... ........ ) 06/01/2008 12,750 T.M.Glenn .. ............. 18 06/01/2008 9,563
02 06/01/2008 11,475 7 06/01/2008 8,606
06/01/2008 11,475 06/01/2009 8,607
9 06/01/2008 6,885 08 06/01/2008 5,164
06/01/2009 6,885 06/01/2009 5,164
06/01/201C 6,885 06/01/2010 5,164
04 07/09/2008 6,885 U8 07/08/2008 5,163
07/09/2009 6,885 07/09/2009 5,164
07/09/2010 6,885 07/09/2010 5,164
07/09/2011 6,885 07/09/2011 5,164
05 06/01/2008 3,950 20 09/24/2008 1,250
07/09/2008 1,975 09/24/2008 1,250
07/12/2008 1,976 09/24/2010 1,250
06/01/2008 3,951 09/24/2011 1,250

07/09/2009 1,975
06/01/2010 1,976 @9 06/01/2008 3,072
07/09/2010 1,975 07/09/2008 1,536
07/09/2011 1,976 07/12/2008 1,537

06/01/2008 3,073
07/09/2009 1,536
06/01/2010 1,537
07/09/2010 1,536
07/09/2011 1,537
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D.ERebholz .............. 2
3

@4

(25)

Date Number
06/01/2008 6,375
06/01/2008 5,737
06/01/2009 5,738
06/01/2008 3,443
06/01/2009 3,442
06/01/2010 3,443
07/09/2008 3,442
07/09/2009 3,443
07/09/2010 3,442
07/09/2011 3,443
06/01/2008 2,194
07/09/2008 1,316
Q7h2/2008 1,098
09/01/2008 220
06/01/2008 2,195
07/09/2009 1,317
09/01/2009 219
06/01/2010 1,098
07/09/2010 1,317
09/01/2010 220
07/09/2011 1,317

{b) Computed by multiplying the closing market price of FedEx's common stock on May 30, 2008 (which was

$91.71) by the number of shares.
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OPTION EXERCISES AND STOCK VESTED DURING FISCAL 2008

The following table sets forth for each named executive officer certain information about stock options that
were exercised and restricted stock that vested during the fiscal year ended May 31, 2008:

Option Awards Stock Awards
Number of Number of
Shares Value Shares Value
Acquired Realized Acquired Realized
on Exercise  on Exercise  on Vesting on Vesting
Name # (s (#) s
FW.Smith . ... ... . . . 700,000 39,518,120 - -
AB.Graf, Jr. ... 50,000 2,915,945 6,469 720,896
DJ.Bronczek . . ... ... ... . . 50,000 3,007,560 8,406 936,526
TM.Glenn . ... . e 80,000 5,545,692 6,469 720,896
DFERebholz......... . ... . . e, - - 4,751 529,256

(1) If the shares were sold immediately upon exercise, the value realized on exercise of an option is the
difference between the actual sales price and the exercise price of the option. Otherwise, the value
realized is the difference between the fair market value of FedEx's common stock (the average of the high
and low prices of the stock on the New York Stock Exchange) on the date of exercise and the exercise
price of the option.

{2) Represents the fair market value of the shares on the vesting date.
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FISCAL 2008 PENSION BENEFITS

The following table sets forth for each named executive officer certain information with respect to each
plan that provides for payments or other benefits at, following or in connection with retirement, other than our
stock option and restricted stock plans. For information regarding beneflts triggered by retirement under our
stock option and restricted stock plans, see page 55.

" Number Present
of Years Value of Payments
Credited Accumulated During
Service Benefit Fiscal 2008
Name Plan Name . (#) {$Hm (%)
FW. Smith . . . .. FedEx Corporation Employees’ Pension Plan . 36 1,164,464 -
FedEx Corporation Retirement Parity Pension Plan 36 26,411,752 -
A.B. Graf, Jr. ... FediEx Corporation Employees’ Pension Plan 28 790,063 -
FedEx Corporation Retirement Parity Pension Plan ] 28 7,961,751 -
D.J. Bronczek .. FedEx Corporation Employees’ Pension Plan 32 817,006 -
FedEx Corporation Retirement Parity Pension Plan 32 9,738,922 -
TM. Glenn. . . .. FedEx Corporation Employees’ Pension Plan 27 675,566 -
FedEx Corporation Retirement Parity Pension Plan - 27 6,342,196 -
D.F. Rebholz ... FedEx Corporation Employees’ Pension Plan 32 878,749 -
FedEx Corporation Retirement Parity Pension Plan 32 6,954,430 -

(1) These amounts were determined using assumptions (e.g., for interest rates and mortality rates) consistent
with those used in the audited consolidated financial statements included in our annual report on
Form 10-K for the fiscal year ended May 31, 2008. The benefits are expressed as lump sum amounts,
even though the benefits using the traditional pension benefit formula under the Pension Plan (as defined
below) are generally not payable as a lump sum distribution {only $1,000 or less may be distributed as a
lump sum under the Pension Plan). The present value of the accumulated benefit under the Parity Plan (as
defined below) includes an amount to reflect FedEx's practice of paying FICA taxes on behalf of Parity
Plan participants. This estimated tax amount, including the tax gross-up, equals 2.50% of the present
value of the Parity Plan benefit excluding the Portable Pension Account (as defined below) benefit, for
which FICA taxes have already been paid. See “— Taxes™ below.

Overview of Pension Plans

FedEx maintains a tax-qualified, defined benefit pension plan called the FedEx Corporation Employees'’
Pension Plan (the “Pension Plan’). For 2008, the maximum compensation limit under a tax-qualified pension
plan is $230,000. The Internal Revenue Code also limits the maximum annual benefits that may be accrued
under a tax-qualified, defined benefit pension plan. In order to provide 100% of the benefits that would
otherwise be denied certain management-level participants in the Pension Plan due to these limitations, FedEx
also maintains a supplemental non-tax-qualified plan called the FedEx Corporation Retirement Parity Pension
Plan {the “Parity Plan’'). Benefits under the Parity Plan are general, unsecured obligations of FedEx.

Effective May 31, 2003, FedEx amended the Pension Plan and the Parity Plan to add a cash balance
feature, which is called the Portable Pension Account. Eligible employees as of May 31, 2003 had the option
to make a one-time election to accrue future pension benefits under either the cash balance formula or the
traditional pension benefit formula. In either case, employees retained afl benefits previously accrued under
the traditional pension benefit formula and continued to receive the benefit of future compensation increases
on benefits accrued as of May 31, 2003. Eligible employees hired after May 31, 2003 accrue benefits
exclusively under the Portable Pension Account.

Beginning June 1, 2008, eligible employees who participate in the Pension Plan and the Parity Plan,
including the named executive officers, will accrue all future pension benefits under the Portable Pension
Account, In addition, benefits previously accrued under the Pension Plan and the Parity Plan using the
traditional pension benefit formula were capped as of May 31, 2008, and those benefits will be payable
beginning at retirement. Effective June 1, 2008, each participant in the Pension Plan and the Parity Plan who
was age 40 or older on that date and who has an accrued traditional pension benefit will receive a transition
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compensation credit, as described in more detail below. Employees who elected in 2003 to accrue future
benefits under the Portable Pension Account will continue to accrue benefits under that formula.

The named executive officers also participate in FedEx’s tax-qualified, defined contribution 401 (k)
retirement savings plans. Beginning January 1, 2008, the annual matching company contribution under each
of FedEx’s 401(k) plans is a maximum of 3.5% of eligible earnings. In order to provide 100% of the benefits
that would otherwise be denied participants in the tax-qualified 401(k} plans due to certain limitations imposed
by United States tax laws, effective June 1, 2008, Parity Plan participants, including the named executive
officers, will receive additional Portable Pension Account compensation credits equal to 3.5% of any eligible
garnings above the maximum compensation limit for tax-qualified plans ($230,000 for 2008).

Normal retirement age for the majority of participants, inctuding the named executive officers, under the
Pension Plan and the Parity Plan is age 80. The traditional pension benefit under the Pension Plan for a
participant who retires between the ages of 55 and 60 will be reduced hy 3% for each year the participant
receives his or her benefit prior to age 0.

Traditional Pension Benefit

Under the traditional pension benefit formula, the Pension Plan and the Parity Plan provide 2% of the
| average of the five calendar years (three calendar years for the Parity Plan) of highest earnings during
| employment multiplied by years of credited service for benefit accrual up to 25 years. Eligible compensation
i for the traditional pension benefit under the Pension Plan and the Parity Plan for the named executive officers
includes salary and annual incentive compensation.

A named executive officer's capped accrued traditional pension benefit will be calculated using his years
of credited service as of either May 31, 2003 or May 31, 2008, depending on whether he chose to accrue
future benefits under the cash balance formula or the traditional pension benefit formula in 2003, and his
eligible earnings history as of May 31, 2008.

Portable Pension Account

For employees accruing benefits under the Portable Pension Account, the pension benefit accrued after
May 31, 2003 is expressed as a notional cash balance account. For each plan year in which a participant is
credited with a year of service, compensation credits are added based on the participant’s age and years of
service as of the end of the prior plan year and the participant's eligible compensation for the prior catendar
year based on the following table:

Age + Service on May 31 Compensation Credit
Lessthan 65 .. ... ... ... . ... 5%
B5-Bd ... e 6%
B4 e e e e 7%
=20 ) e 1= N 8%

On May 31, 2007, the sum of age plus years of service for the four named executive officers who elected
the Portable Pension Account feature in 2003 was as follows: Mr. Smith — 97; Mr. Graf — 80; Mr. Bronczek —
83; and Mr. Rebholz — 85. Eligible compensation under the Portable Pension Account feature for the named
executive officers includes salary and annual incentive compensation.

Transition compensation credits are an additional compensation credit percentage to be granted to
participants in the Pension Plan and the Parity Plan who were age 40 or older on June 1, 2008 and who have
an accrued benefit under the traditional pension benefit formula. For each plan year in which an eligible
participant is credited with a year of service, transition compensation credits will be added based on the
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participant’s age and years of service as of the end of the prior plan year and the participant’s eligible
compensation for the prior calendar year based on the following table:

Age + Service on May 31 Transition Compensation Credit*
LessthanB5 ... ....... ... ... ... ... ... 2%
BS-B4 ... ... e 3%
65-74 . . e 4%
FOOrOVEE .« e 5%

*  For years of credited service over 25, transition compensation credits are 2% per year.

An eligible participant will receive transition compensation credits for five years (through May 31, 2013) or
untii he or she has 25 years of credited service, whichever is longer. For participants with 25 or more years of
service, transition compensation credits are 2% per year and will cease as of May 31, 2013. An eligible
participant’s first transition compensation credit will be added 1o his or her Partable Pension Account on
May 31, 2009,

Interest credits are added to a participant's Portable Pension Account benefit at the end of each fiscal
quarter (August 31, November 30, February 28 and May 31). The May 31 interest credit is added prior to the
May 31 compensation credit or transition compensation credit (or additional compensation credit under the
Parity Plan). Interest credits are based on the Portable Pension Account notional balance and a quarterly
interest crediting rate, which is equal to the greater of {a) Y4 of the one-year Treasury constant maturities rate
for April of the preceding plan yvear plus 0.25% and (b) 1% (%% of 4%). The quarterly interest crediting rate,
when compounded quarterly, cannot produce an annual rate greater than the average 30-year Treasury rate
for April of the preceding plan year. In no event, however, will the quarterly interest crediting rate be less than
0.765%. Interest credits will continue to be added until the last day of the month before plan benefits are
distributed. The quarterly interest-crediting rate for the plan year ended May 31, 2007 was 1.2416%. The
quarterly interest-crediting rate for the plan year ended May 31, 2008 was 1.1958%.

Lump Sum Distribution

Upon a participant's retirement, the traditional pension benefit under the Pension Plan is payable as a
monthly annuity. Upon a participant’s retirement or other termination of employment, an amount equal to the
vested Portable Pension Account notional balance under the Pension Plan is payable to the participant in the
form of a lump sum payment or an annuity.

Through December 31, 2008, Parity Plan participants can elect to receive benefits accrued through
December 31, 2004 as a single lump sum distribution. If a participant does not elect to receive a lump sum
distribution, benefits accrued under the Parity Plan through December 31, 2004 will be paid as an annuity. All
benefits accrued after December 31, 2004 under the Parity Plan are required to be paid to participants as a
lump sum distribution.

The lump sum payment of the traditional pension benefit under the Parity Plan was previously calculated
based on the interest rate assumption used in the Pension Plan — i.e., the average 30-year Treasury rate for
April of the preceding plan year. The Pensicn Protection Act of 2006 requires the use of a higher interest rate
assumption for the Pension Plan beginning on June 1, 2008. In order to prevent substantial erosion of the
traditional pension lump sum benefit under the Parity Plan, in June 2008 the Board of Directors approved an
amendment to the Parity Plan to maintain the use of the average 30-year Treasury rate for April of the
preceding plan year as the interest rate assumption for the Parity Plan. The traditional pension benefit
provided to employees, including the named executive officers, under the Pension Plan was not adversely
affected by the legislation because only a minimal lump sum {$1,000 or less) may be distributed under that
plan.

In accordance with United States tax law, this amendment required the elimination of the option for Parity
Plan participants {o receive their pre-December 31, 2004 benefits as a single lump sum distribution or as an
annuity. Accordingly, all Parity Plan benefits will be paid as a single lump sum distribution beginning
January 1, 2009,
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Taxes

FedEx pays the FICA taxes attributable to the Parity Plan benefit on behalf of the participant, and
reimburses the participant for any taxes resulting from the payment of such taxes. Under current law, Parity
Plan benefits are subject to FICA taxes when they are definitely determinable. Benefits accrued under the
Portable Pension Account formula are definitely determinable each year that a participant receives a
compensation credit. Accordingly, to the extent the FICA taxes relate to the Portable Pension Account under
the Parity Plan, they are due and the tax reimbursement payments are made as the benefits are accrued, and
such payments to the applicable named executive officers are included in the “All Other Compensation™
column of the Summary Compensation Table on page 39. Otherwise, an estimate of such payments is
reflected in the “Present Value of Accumulated Benefit” column of the Pension Benefits table above.

Because the traditional pension benefit under the Parity Plan has been capped as of May 31, 2008, such
benefit will be dsfinitely determinable in 2008. As a result, the entire present value of the Parity Plan traditional
pension benefit of a participant, including each of the named executive officers, wilt be subject to FICA taxes
in 2008.
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POTENTIAL PAYMENTS UPON TERMINATION OR CHANGE OF CONTROL

This section provides information regarding payments and benefits to the named executive officers that
would be triggered by termination of the officer's employment (including resignation, or veluntary termination;
severance, or involuntary termination; and retirement} or a change of control of FedEx.

Each of the named executive officers is an at-will employee and, as such, does not have an employment
contract. in addition, if the officer's employment terminates for any reason other than retirement, death or
permanent disability, any unvested stock options are automatically terminated and any unvested shares of
restricted stock are automatically forfeited. Accordingly, there are no payments or benefits that are triggered
by any termination event (including resignation and severance}, other than retirement, death or permanent
disability or termination after a change of control of FedEx.

Benefits Triggered by Retirement, Death or Permanent Disability - Stock Option and Restricted Stock
Plans '
Retirernent. When an employee retires:

+ all restrictions applicable to the restricted shares held by the employee lapse (if retirement occurs at
or after age 60), provided that the restrictions shall not lapse prior to the first anniversary of the date
of award of the restricted shares);

« all of the employee’s unvested stock options granted prior to June 1, 2006 continue to vest according
to their terms after retirement; and

» all of the employee’s unvested stock options granted on or after June 1, 2006 terminate.
The following table quantifies for each named executive officer the value of his unvested restricted shares,
the vesting of which would be accelerated upon retirement:

Benefits Triggered By Retirement

Value of Unvested
Restricted Shares

Name " {$)m

FW St . e e -
AB. Graf, Jr. .. 1,409,032
D BronCzek ... .. e e e e e e e 1,811,639
T GlENN . . L e e e e e e 1,409,032
D.F. Rebholz . ... .. S U 1,147,384

{1) Computed by multiplying the price per share of FedEx's common stock by the number of unvested shares
of restricted stock held by the officer (including 6,145 shares for each of Messrs. Graf and Glenn, 7,901
shares for Mr. Bronczek and 5,267 shares for Mr. Rebholz, which shares were granted on July 9, 2007 and
could not otherwise vest in connection with the officer’s retirement prior to July 9, 2008). The table
assumes that the officer retired on May 31, 2008 (and that the officer was age 60 or ahove on such date)
and that the price per share of FedEx's cornmoen stock was the closing market price on May 30, 2008
(which was $91.71).

For information regarding retirement benefits under our pension plans, see “Fiscal 2008 Pension Benefits”
on page 51.

Death or Permanent Disability. When an employee dies or becomes permanently disabled:

» all restrictions applicable to the restricted shares held by the employee lapse, provided that the
restrictions shall not lapse priar to the first anniversary of the date of award of the restricted shares;
and

* ali of the employee’s unvested stock options immediately vest.
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The following table quantifies for each named executive officer the value of his unvested restricted shares
and stock options, the vesting of which would be accelerated upon death or permanent disability (assuming
the officer died or became permanently disabled on May 31, 2008):

Benefits Triggered By Death or Permanent Disability
Value of Unvested Value of Unvested

Restricted Shares Stock Optlons Total
Name (s (5} {$)
FW. Smith . ... e - 1,784,031 1,784,031
AB. Graf, Jr. ... . 1,409,032 250,279 1,659,311
DJ.Bronczek . ........ ... ... 1,811,639 286,658 2,098,297
TM. Glenn . .. ... . e e e 1,409,032 215,004 1,624,036
D.F Rebholz . ... ... .. . .. i e e 1,147,384 143,329 1,290,713

(1) Computed by multiplying the closing market price per share of FedEx's common stock on May 30, 2008 !
(which was $31.71) by the number of unvested shares of restricted stock held by the officer as of May 31,
2008 (including 6,145 shares for each of Messrs, Graf and Glenn, 7,901 shares for Mr. Bronczek and
5,267 shares for Mr. Rebholz, which shares were granted on July 9, 2007 and could not otherwise vest in
connection with the officer’'s death or permanent disability prior ta July 9, 2008).

(2) Represents the difference between the closing market price per share of FedEx's common stock on
May 30, 2008 (which was $91.71) and the exercise price of each unvested option held by the officer as of
May 31, 2008.

|
In addition, FedEx provides each named executive officer with: I
+  $1,500,000 of group term fife insurance coverage ($700,000 for Mr. Rebholz); and

+ A supplemental long-term disability program, with a monthty benefit (other than for Mr. Rebholz) equal
to the difference between 60% of the officer’'s basic monthly earnings and $10,000 {provided the
officer continues to meet the definition of disability, these benefits generally continue until age 65).

Mr. Rebholz’s monthly long-term disability benefit is $18,000.

Benefits Triggered by Change of Control or Termination After Change of Control - Stock Option and
Restricted Stock Plans and Management Retention Agreements

Stock Options and Restricted Stock. Our stock option plans provide that, in the event of a change of
control (as defined in the plans; see page B-7 in Appendix B for the “change of control” definition used in the
plans), each holder of an unexpired option under any of the plans has the right to exercise such option
without regard to the date such option would first be exercisable. This right continues, with respect to holders
whose employment with FedEx terminates following a change of control, for a period of twelve months after
such termination or until the option’s expiration date, whichever is sooner.

Our restricted stock plans provide that, in the event of a change of control (as defined in the plans; see
page B-7 in Appendix B for the “change of control” definition used in the plans), depending on the change of
control event, either (i) the restricted shares will be canceled and FedEx shall make a cash payment to each
holder in an amount equal to the product of the highest price per share received by the holders of FedEx's
commen stock in connection with the change of control multiplied by the number of restricted shares held or
(ii) the restrictions applicable to any such shares will immediately lapse.

The following table quantifies for each named executive officer the value of his unvested restricted shares
and stock options, the vesting of which would be accelerated upon a change of contro! {assuming that the
change of control occurred on May 31, 2008 and that the highest price per share received by FedEx’s
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stockholders in connection with the change of control was the closmg market price on May 30, 2008, which
was $91 71): .

Benefits Triggered By Change of Controi("
Value of Unvested Value of Unvested

Restricted Shares Stock O?tlons Total
Name @ {$) (%)
FW.Smith . ... - 1,784,031 1,784,031
AB. Graf, Jr. . . e 1,409,032 250,279 1,659,311
DJ. Bronczek . ... . e 1,811,639 286,658 2,098,297
TM.Glenn................... e e R 1,409,032 215,004 1,624,036

O.F. Rebholz R 1,147,384 143,329 1,290,713

(1) As'discussed below, the officer is also entitled under his MRA (as defined below) to a three-year
employment agreement upon a change of control and certain guaranteed compensation and benefits
during the term of the three-year employment pericd.

(2) Computed by multiplying the closing market price per share of FedEx's common stock on May 30, 2008
{which was $91.71) by the number of unvested shares of restricted stock held by the officer as of May 31,
2008.

(3) Represents the difference between the closing market price per share of FedEx's common stock on
May 30, 2008 (which was $91.71) and the exercise price of each unvested option held by the officer as of
May 31, 2008.

Management Retention Agreements. FedEx has entered into Management Retention Agreements.
(“MRAs") with each of its executive officers, including the named. executive officers. The purpose of the MRAs
is to secure the executives’ continued services in the event of any threat or occurrence of a change of control
(as defined in the MRAs; such term has the same meaning as used in FedEx's equity compensation plans —
see page B-7 in Appendix B). The terms and conditions of the MRAs with the named executive officers are
summarized below.

Term. Each MRA renews annually for consecutive twa-year terms, unless FedEx gives six months’ prior
notice that the agreement will not be extended. The non-extension notice may not be given at any time when
the Board of Directors has knowledge that any person has taken steps reasonably calculated to effect a
change of control of FedEx.

Employment Period. Upon a change of control, the MRA immediately establishes a three-year
employment agreement with the executive officer. During the employment period, the officer’s position
(including status, offices, titles and reportmg relationships), authority, dutles and responsibilities may not be
materially diminished. .

Compensation. During the three-year employment period, the executive officer receives base salary (no
less than his highest base salary over the twelve-month period prior to the change of control) and annual
incentive compensation (no less-than his average annual incentive compensation over the three-year period
prior to the change of contral). The executive officer also receives incentive (including long-term performance
bonus}, savings and retirement plan benefits, expense reimbursement, fringe benefits, office and staff support,
welfare plan benefits and vacation benefits. These benefits must be no less than the benefits the officer had
during the 90-day pericd immediately prior to the change of control.

Termination. The MRA terminates immediately upon the executive officer's death, voluntary termination or
retirement. FedEx may terminate the MRA for disability, as determined in accordance with the procedures
under FedEx’s long-term disability benefits plan. Once disability is established, he receives 180 days’ prior
notice of termination. FedEx also may terminate the officer's MRA for “cause” (which inciudes any act of
dishonesty by the officer intended to result in substantial personal enrichment, the conviction of the officer of a
felony and certain material violations by the officer of his obligations under the MRA).

Benefits for Qualifying Termination. A "qualifying termination” is a termination of the executive’s

- employment by FedEx other than for cause, disability or death or by the officer for “good reason” (principally

relating to assignment of duties inconsistent with the officer's position or reductions in compensation).
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In the event of a qualifying termination, the executive officer will receive: (i} a lump sum cash payment -
equal to three times his annual compensation, which includes his base salary, target annual incentive
compensation and target long-term incentive compensation; {ji) a lump sum cash payment equal to a pro rata
portion of his target payments under the annual and long-term incentive compensation plans then in effect

. based on the proportion of the applicable one- or three-fiscal-year plan period during which he was employed;
and (iii) a lump sum cash payment equal to the excess of the benefit that would be accrued under FedEx's
pension and parity plans based on an additional 36 months of age and service over what was actually earned
as of the date of termination.

of equivalent benefits from a new employer, or (iii) the date on which the executive officer reaches age 60,
FedEx agrees to keep in force each plan and policy providing medical, accidental death, disability and life
coverage to the officer and his dependents with the same level of coverage and the same terms as each
policy and plan in effect immediately prior to the termination date. For a period of 12 months following the
termination date, FedEx agrees to provide, at its expense, executive level outplacement assistance to the
officer by a nationally recognized outplacement firm acceptable to the officer.

FedEx agrees to pay any taxes incurred by the officer for any payment, distribution or other benefit
{including any acceleration of vesting of any benefit) received or deemed received by the officer from FedEx
that triggers certain excise taxes.

|
‘ For a period ending on the earliest of (i) 36 months following the termination date, (i) the commencement
|

| In exchange for these benefits, the executive officer has agreed that, for the one-year period following his
termination, he will not own, manage, operate, control or be employed by any enterprise that competes with |
FedEx or any of its affiliates.

The following table quantifies for each named executive officer the payments and benefits triggered by a !
qualifying termination of the officer immediately following a change of control {assuming that the change of
control and qualifying termination occurred on May 31, 2008 and that the highest price per share received by
FedEx’s stockholders in connection with the change of control was the closing market price on May 30, 2008,
which was $91.71):

Payments and Benefits Triggered By Termination After Change ot Control
Lump Sum Cash Lump Sum Cash

Payment - Payment - Lump Sum Cash
3x Base Salary and Prorated Target Payment - Health
Target Compensation Compensation Additional 36 and Tax
Under Non-Equity  Under Non-Equity Months Under Waelfare Outplacoment Reimbursement

MName % (%) () % (S 5] ($)
FW.Smith . ............ 17,400,396 7,865,292 - 1,312,928 - 265,445 - 26,844,061
AB. Graf, Jdr. ... .. L 7,395,870 2,762,506 671,067 45,832 167,015 - 11,042,250
DJ. Bronczek . .......... 8,656,536 3,442,756 739,899 77,322 174410 - 13,091,023
TM.Glenn . ............ 6,993,471 2,698,969 616,744 185,181 153,955 - 10,648,320
DF Rebhotz . . .......... 6,575,085 2,316,679 614,262 44934 161,878 - 9,712,838

= Incentive Plans Incentive Plans  Pension Plans Benefits Assistance Payments Total
(1) The assumed value of outplacement assistance is 18.5% of the officer’s base salary.
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DIRECTORS’ COMPENSATION
Outside Directors’ Compensation
Non-management {outside) directors are paid:
* a quarterly retainer of $19,375;
* $2,000 for each in-person Board meeting attended; and
+ $2,000 for each in-person committee meeting attended.

Qutside directors who attend a Board or committee meeting telephonically are paid 75% of the applicable
in-person meeting fee.

For fiscal 2009, chairpersons of the Compensation, Nominating & Governance and Information Technology
Oversight Committees will be paid an additional annual fee of $13,500 (such fee was $12,500 in fiscal 2008).
The Audit Committee chairperson will be paid an additional annual fee of $22,500 {(such fee was $20,000 in
fiscal 2008). Each outside director who is elected at the annual meeting will receive a stock option for 4,400
shares of common stock on the date of the 2008 annual mesting. Any outside director appointed to the Board
after the 2008 annual meeting will receive a stock option for 4,400 shares of common stock upan his or her
appointment.

Frederick W. Smith, the only director who is also a FedEx employee, receives no additional compensation
for serving as a director.

The Compensation Committee annually reviews director compensation, including, among other things,
comparing FedEx's director compensation praclices with those of other companies with annual revenues
greater than $10 billion. Before making a recommendation regarding director compensation to the Board, the
Compensation Committee considers that the directors’ independence may be compromised if compensation
exceeds appropriate levels or if FedEx enters into other arrangements beneficial to the directors.

Retirement Plan for Qutside Directors

In July 1997, the Board of Directors of FedEx Express (FedEx's predecessor} voted to freeze the
Retirement Plan for Outside Directors (that is, no further benefits would be earned under this plan). Concurrent
with the freeze, the Board amended the plan to accelerate the vesting of the benefits for each outside director
who was not yet vested under the plan. This plan is unfunded and any benefits under the plan are general,
unsecured obligations of FedEx. Once all benefits are paid from the plan, it will be terminated.

The retirement benefit under the plan is based on the annual retainer fee for outside directors at the time
the plan was frozen ($40,000) and the years of credited service of an outside director on the Board at that
time. The benefit is calculated as an annual amount equal to 10% for each year of credited service up to
100% of the annual retainer fee at the time the plan was frozen. For example, an outside director with two
years of credited service has an annual benefit equal to $8,000 (20% of $40,000), and an outside director with
ten or more years of credited service has an annual benefit equal to $40,000 (100% of $40,000).

An outside director’s annual benefit is payable for no less than ten years and no more than fifteen years
based on the director's years of credited service. Under the plan, an outside director with ten or fewer years
of credited service is entitled to ten years of payments, and a director with fifteen or more years of credited
service is entitled to fifteen years of payments (no outside director entitled to benefits under the plan has
between eleven and fourteen years of credited service under the plan). For example, an outside director with
nine years of credited service is entitled to receive payments of $36,000 ($40,000 x 90%) for ten years. An
outside director with fifteen years of credited service is entitled to receive payments of $40,000 for fifteen
years.

An outside director covered under the plan is entitled to a retirement benefit beginning as of the first day
of the fiscal quarter of FedEx next following the date of termination of his or her directorship or the date such
director attains age 60, whichever is later. This benefit is an annual amount, calculated as set forth above,
payable in quarterly installments for the applicable number of years based on the director's years of credited
service or, at the director’s election, as a lump-sum distribution computed based on the applicable discount
rate in effect as of the date of distribution under the Pension Plan.

59




Charles T. Manatt was elected to the Board of Directors at the 2004 annual meeting of stockholders.
Mr. Manatt previously served as a director of FedEx (and its predecessor, FedEx Express) from 1989 until his
resignation in December 1999 to become the United States Ambassador to the Dominican Republic. In
accordance with the terms of the plan and based on his nine years of credited service, Mr. Manatt is being
paid a retirement benefit of $36,000 per year, payable for a total of ten years in quarterly installments. The
payments to Mr. Manatt under this plan will end in December 2009 unless Mr. Manatt elects, in accordance
with the terms of the plan, to be paid a lump-sum amount for the remaining installments.

The following table sets forth for each.of the current directors entitled to receive future benefits under the
plan the director's years of credited service, the director’s annual benefit amount and the number of years
such amount is payable (if the director does not elect to receive the plan benefit as a single lump-sum

distribution):

Years of .

Credited Duration of
Name Service  Annual Benefit Amount {$) Payments in Years
JLEstrin ... ... . 10 40,000 10
P Greer. ... e e e 15 40,000 15
JR Hyde lll . ... ... .. o i i 15 40,000 15
JLSmith ... ... 9 36,000 10
PS.Walsh . . ....... ... ... .. ... . ... 2 8,000 10
PS. Willmott ........... ... ... ... ... 15 40,000 15

Fiscal 2008 Director Compensation

The following table sets forth information regarding the compensation of FedEx’s non-employee (outside}
directors for the fiscal year ended May 31, 2008:

Fees Earned

or Paid in Option All Other

Cash Awards  Compensation Total
Name ($) ($)n@m 5] $)
JL.Barksdale. ... ... e 86,625 117,644 - 204,169
AA Busch IV . .. . e e, 74,625 117,544 - 192,169
JA BEdwardson . ... ... e e e - 100,125 117,544 - 217,669
JL Bstrin . . .. o e e e e 89,125 117,544 - 206,669
JK. Glass® ... e e e 18,610 40,808 - 59,418
[ 1=~ [ 90,125 117,544 - 207,669
JR Hyde, Il . ... ... .. e 74125 117,544 - 191,669
S A JacksSon . ... e e e s 86,625 117,544 - 204,169
SR LOTanNger . . i ...t e e 80,125 117,544 - 197,669
GW. LOVeMAN . ... ittt e e e 66,228 76,736 - 142,964
CT Manatt . . ... i e e s 77,625 117,544 36,0009 231,169
L BmMith . e e e e e 80,125 117,544 - 197,669
PS.Walsh . ..., .. . i e 74,625 117,544 - 192,169
PS. WIllmot . . . . . e e 101,625 117,544 - 219,169

(1) The amounts included in this column reflect the value of option awards that were recognized as an
expense for financial statement reporting purposes in fiscal 2008, calculated pursuant to FAS 123R,
excluding any estimate of forfeitures. Accordingly, the column includes amounts relating to awards granted
during and prior to fiscal 2008 (except with respect to Mr. Glass and Mr. Loveman). The following table
sets forth each option award represented in the column (except with respect to Mr. Glass and
Mr. Loveman) and the amount included for each such award. The amount shown for Mr. Loveman
represents the value of awards granted to him in fiscal 2008 only, as he was not a director in the prior
year, and the amount shown for Mr. Glass represents the value of awards granted to him in fiscal 2007
only, as he retired as a director at the 2007 annual meeting. Assumptions used in the calcufation of these
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amounts for fiscal 2008 and 2007 are included in note 1 to the Summary Compensation Table on
page 39. :

Numbar of Shares Amount Included
Underlying Options in Fiscal 2008
Date of Award {#) s}
9/25/2006 4,400 40,808
9/24/2007 4,400 76,736
117,544

(2) On September 24, 2007, each current outside director received a stock option for 4,400 shares of
common stock. The full grant date fair value of each such option, computed in accordance with
FAS 123R, was $112,341.

(3) The following table sets forth the aggregate number of outstanding stock options held by each current
outside director at May 31, 2008:

Options
Name Outstanding
JL Barksdale . . ... . . e e e 27,200
AA. BUusCh IV .. . e 30,550
JA Edwardson . .. ... e e e e e 35,200
JL EStin . . e e e 67,200
L €= - O 51,200
JR.Hyde Il .. ... e 67,200
S JACKSON . . . o e e e e 29,200
SR.Loranger . ......... .. e 8,800
GW. LOVBMAN . . . . ottt e e e e e e e e 4,400
CT Manatt . ....... ... i e 20,200
JL SMIth . e e e 32,200
PS. Walsh . .. ... e - 47,200
PS. WIHIMott . .. .. e 35,200

(4) J. Kenneth Glass retired as a director at the 2007 annual meeting. At May 31, 2008, Mr. Glass held options
to purchase 22,800 shares of FedEx common stock.

(5) Represents Mr. Manatt's retirement benefit under the Retirement Plan for Outside Directors. For additional
information, see "— Retirement Plan for Outside Directors™ above.
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PROPOSAL 2 - ADOPTION OF AMENDMENT TO FEDEX’'S INCENTIVE STOCK PLAN
TO INCREASE THE NUMBER OF OPTION SHARES AND RESTRICTED SHARES
ISSUABLE UNDER THE PLAN

FedEx's stockholders are being asked to approve an amendment to the FedEx Corporation Incentive
Stock Plan (as amended, the “Plan’"), which will;

* increase the number of shares of FedEx common stock issuable pursuant to stock options under the
Plan by 10,000,000 shares; and

= increase the number of shares of FedEx common stock issuable pursuant to restricted stock grants
under the Plan by 300,000 shares.

FedEx's Board of Directors bslieves that increasing the number of option shares and restricted shares
issuable under the Plan is necessary to allow FedEx to continue to utilize stock options and restricted stock
awards to refain and attract the services of key individuals essential to FedEx's long-term growth and financial
success. FedEx relies on stock options and restricted stock awards to retain and attract key employees and
other individuals and believes that such equity incentives are necessary for FedEx to remain competitive with
regard to retaining and attracting qualified individuals.

In furtherance of these objectives, the Board of Directors, upon the recommendation of the Compensation
Committee, adopted the amendment described above on June 2, 2008, subject to approval by the
stockholders at the annual meeting.

Number of Shares That May Be Awarded and Outstanding Awards Under All Plans
As of August 4, 2008:

+ Prior to the requested increase, under the Plan, 1,759,055 shares remained available for issuance
pursuant to future stock option awards and 301,027 shares remained available for issuance pursuant
! to future restricted stock grants;

* An aggregate 97,671 shares remained available under FedEx's 1999 and 2002 Stock Incentive Plans
for issuance pursuant to future stock option awards; and

* 252,331 shares remained available for issuance pursuant to future restricted stock grants under
FedEx's 2001 Restricted Stock Plan (only treasury shares may be issued under this plan).

The number of shares that may be issued under these plans is subject to adjustment in the event of a
stock split, stock dividend, recapitalization or other corporate reorganization. To the extent any shares of
common stock covered by an award under any of the plans are forfeited, not issued or cease to be issuable
for any reason, including, without limitation, because the award is terminated or canceled or expires
unexercised, then the shares of common stock subject to such award may again be used for further awards.

The following table sets forth the number of shares available for future issuance pursuant to stock option
and restricted stock awards under FedEx's stock option and restricted stock plans as of August 4, 2008, both
before and after the requested increase to shares available under the Plan, together with the equity dilution
represented by such shares as a percentage of the shares of FedEx common stock outstanding as of
August 4, 2008:

Total Number of Shares Avallable Shares Available
Shares Available Percentage of Only for Only for
for Future Outstanding  Restricted Stock Stock Option
Awards Shares Awards!! Awardst
Shares available for future awards under all
plans before requested increase ........ 2,410,084 0.77% 553,358 1,856,726
Requested increase to shares available under
thePlan . ............ .. .. .. ........ 10,300,000 3.31% 300,000 10,000,000
Shares available for future awards under all
plans after requested increase . .. ... .. .. 12,710,084 4.08% 853,358 11,856,726

(1} These share amounts are included in “Total Number of Shares Available for Future Awards."”
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As of August 4, 2008, there were 18,442,595 shares of common stock issuable pursuant to the exercise of
outstanding stock options with a weighted-average exercise price of $79.39, and 450,450 unvested shares of
restricted stock. Approximately 48% of all stock options outstanding on August 4, 2008 (i) were exercisable
and (ii) had exercise prices below the closing price on that date ($78.67). Approximately 24% of the
outstanding options on that date (i) were exercisable, (i) had exercise prices below the closing price on that
date and {iii) had been outstanding for six or more years. The following table sets forth certain other
information relating to stock options outstanding on August 4, 2008:

Number of Shares

Issuable Pursuant Weighted-Average
to Outstanding Weighted-Average Remalining Years of
Stock Optlons Exerclse Price Contractual Life
In-the-money options outstanding for six or
MOFE YEAIS . . . ot i ittt e it it 4,514,963 $45.77 2.66
All options outstanding less than six years . . .. 13,927,632 $90.30 7.32
Underwater options outstanding for six or more
years ............ ... .. e - N/A -N/A

Purpose of the Plan

The purpose of the Plan is to promote the long-term success of FedEx and its subsidiaries and to
increase stockholder value by:

* retaining and attracting key employees and directors of outstanding ability;
* encouraging key employees and directors to focus on long-range objectives; and
. further aligning the interests of key employees and directors with the interests of the stockholders.

A summary of the Plan is set forth below. This summary is, however, qualified by and subject‘ to the more
complete information set forth in the Plan, as proposed to be amended, a copy of which is attached as
Appendix B.

Administration of the Plan

The Plan is administered by those members (the “Committee”), not less than two, of the Compensation
Committee of the Board of Directors, each of whom is both an “outside director” within the meaning of
Section 162{m) of the Internal Revenue Code of 1986, as amended {the “Code"), and a “non-employee
director” as defined in Rule 16b-3 under the Securities Exchange Act of 1934, as amended. The Committee,
subject to the provisions of the Plan:

» selects persons to receive awards from among those eligible;

* determines the types of awards and the number of shares of common stock covered by such awards;
« establishes the terms, conditions, restrictions and other provisions of awards; and

+ amends, modifies, cancels or suspends awards.

The Committee has authority to interpret the Plan and all agreements and other instruments relating to
awards, to adopt, amend and rescind rules for the administration of the Plan and to make such other
determinations and take such other actions that it deems necessary or advisable for the effective
administration of the Plan.

Types of Awards

The Committee may award restricted shares of FedEx common stock and options to purchase shares of
FedEx common stock under the Plan.
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Number of Shares That May Be Awarded

Excluding the proposed amendment, the Plan authorizes FedEx to grant:

= options to purchase for cash an aggregate of not more than 12,500,000 shares of FedEx common
stock; and i

» restricted stock awards of not more than 1,250, 000 shares of FedEx common stock.

The amendment would increase the aggregate number of shares of FedEx common stock issuable pursuant
to stock options to 22,500,000, and the aggregate number of restricted shares that may be granted to
1,550,000. The number of shares that may be issued under the Plan is subject to adjustment in the event of a
stock split, stock dividend, recapitalization or other corporate reorganization. The Pian provides that no person
may be granted options for more than 600,000 shares during any fiscal year.

The Plan provides for the use of authorized but unissued shares or treasury shares. To the extent any
shares of common stock covered by an award under the Plan are forfeited, not issued or cease to be issuable
for any reason, including, without limitation, because the award is terminated or canceled or expires
unexercised, then the shares of common stock subject to such award may again be used for further awards
under the Plan.

Term of the Plan

The Plan became effective on September 29, 2003, and was amended at the 2004 and 2005 annual
meetings of stockholders on September 27, 2004 and September 26, 2005, respectively. The Compensation
Committee also approved amendments to the Plan on January 8, 2006 and June 1, 2008. The proposed Plan
amendment will become effective when approved by the stockholders. Unless the Plan is earlier terminated in
accordance with its provisions, no awards will be made under the Plan after May 31, 2013, but outstanding
options and restrictions on restricted shares issued under the Plan may extend beyond that date.

Eligibility to Receive Awards

Unless otherwise determined by the Committee, awards of restricted stock and stock options may be
made to key employees, including approximately 310 officers, of FedEx and its subsidiaries, as may be
designated by the Committee. In addition, non-employee directors may receive stock options as set forth in
the Plan, but are not eligible to receive restricted stock awards.

Provisions Applicable to Restricted Stock Awards

Terms, Conditions and Restrictions. The Committee has authority to establish the terms, conditions,
restrictions and other provisions of each restricted stock award. Unless otherwise specified by the Committee,
restricted shares shall be restricted for a period of at least one year and not more than ten years. Except as
otherwise provided in the Plan or determined by the Committee, the recipient of restricted sharés must remain
employed by FedEx or a subsidiary during the restriction period or otherwise forfeit all right, title and interest
in and to the restricted shares. Until such time as the restrictions on the restricted shares terminate, FedEx or
its designee will hold such restricted shares in escrow on the recipient's behalf.

Agreements, Certificates and Stock Legends. A restricted stock award will be evidenced by a written
agreement, in such form as may be specified by the Committee, issued by FedEx and setting forth the terms,
conditions, restrictions and other provisions of the award. Shares of restricted stock may be represented by
certificates or be uncertificated. Any certificates for restricted shares may, if the Committee so determines,
bear a legend referring to the restrictions and the instruments to which the shares are subject.

Rights with Respect to Shares. The recipient of a restricted stock award has all rights of ownership with
respect to such underlying shares, including the right to vote such shares and to receive any dividends paid
thereon, subject, however, to the provisions of the Plan, the agreement relating to the award and, if such
shares are represented by a certificate, any legend on the certificate for such shares. Any additional shares of
FedEx common stock received incident to the ownership of restricted shares, as a result of a stock dividend,
stock split, merger or otherwise, will also be restricted and be subject to the same restrictions and, if such
shares are represented by a certificate, bear the same legend as the original restricted shares.
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Transferabifity Restrictions. During the applicable restriction period, restricted shares may not be sold,
pledged, assigned, exchanged, encumbered, hypothecated, transferred or disposed of in any manner.

Lapse of Restrictions. Unless otherwise determined by the Committee, the restrictions applicable to
restricted shares terminate with respect to such shares on the earliest to occur of.

+ the specified expiration of the restriction period (including upon a chahge of control},
* the recipient’s retirement at or after the age of 60,

« the recipient's permanent disability, or

* the recipient’s death,

provided that, in the event of the recipient’s retirement at or after the age of 60 or permanent disability, the
restrictions will not terminate prior to six months after the date of award, unless otherwise specified by the
Committee. If a recipient retires at or after the age of 55, but before the age of 60, the restrictions will continue
until the earlier of the specified expiration of the restriction period, the recipient’s permanent disability or the
recipient’'s death.

Tax Reimbursement. At the Committee’s discretion, FedEx may make a tax reimbursement cash payment
in favor of an award recipient in connection with the tax consequences resulting from the restricted stock
award, the lapse of restrictions on the restricted shares or the payment by the recipient of any taxes related
thereto, subject to any conditions the Committee may specify.

Provisions Applicable to Stock Options

Exercise Price. The Committee may grant options to purchase FedEx common stock for cash at a price
not less than the fair market value of the shares, which is equal to the average of the high and low prices of
the common stock on the New York Stock Exchange on the grant date. The closing price of FedEx's common
stock on August 4, 2008 was $78.67.

Term of Options; Incentive Stock Options. Unless otherwise determined by the Committee, options may
not be exercised later than ten years after the grant date. Subject to the limitations imposed by the provisions
of the Code, certain of the options granted under the Plan may be designated “incentive stock options.”

Written Agreement. Each stock option granted under the Plan will be evidenced by a written agreement,
in such form as may be specified by the Committee, issued by FedEx and setting forth the terms, conditions
and other provisions of the stock option, including the number of shares covered by the stock option, the
exercise price per share, the term of the stock option and the vesting schedule. A recipient of a stock option
award may not exercise the stock option until he or she executes and delivers such agreement to FedEx.

Transferability Restrictions. A stock option issued under the Plan by its terms will be personal, and may
not be sold, pledged, assigned, exchanged, encumbered, hypothecated, transferred or disposed of in any
manner other than by will or by the laws of descent and distribution.

Rights After Termination of Employment. . Unless otherwise determined by the Committee:

+ No option may be exercised after termination of an optionee’s employment or directorship for any
reason other than death, disability or retirement.

» Effective with respect to stock options granted on or after June 1, 2006, if an optionee retires, such
optionee's option will cease to vest and may be exercised solely to the extent exercisable at the time
of the optionee’s retirement until the expiration of the stated period of the option.

» If an optionee’s employment or directorship terminates by reason of permanent disability, such
optionee's option immediately vests and may be exercised for a period of twenty-four months after
such termination date (except no option may be exercised less than six months from the grant date)
or until the expiration of the option, whichever period is shorter.

+ If an optionee dies after retirement or within the twenty-four month period following termination by
reason of disability, the optionee’s option may be exercised by the optionee's legal representative, to
the extent to which it was exercisable at the time of death, for a period of twelve months from the date
of death or until the expiration of the option, whichever period is shorter.
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* If an optionee dies while an employee or director, such optionee’s options immediately vest and may
be exercised by the optionee’s legal representative for a period of twelve months from the date of
death or until the expiration of the option, whichever period is shorter.

Payment of Exercise Price. Because the options are to be granted as incentives, FedEx will not receive
any cash consideration for granting options. Payment in full of the option price in cash must be made upon
exercise of any option.

Cancellation of Qutstanding Options. The Committee may revoke and cancel any outstanding options
which, in the aggregate, would create a significant adverse effect on FedEx’s financial statements if the
Financial Accounting Standards Board subjects such options to new accounting rules.

Stock Option Grants to Non-Employee Directors

The Committee may grant to each non-employee director who is elected at or who remains in office
following an annual mesting, immediately following such meeting, an option to purchase such number of
shares of FedEx common stock as shall be determined by the Committee. Each non-employee director who is
elected or appointed a director other than at an annual meeting may be granted upon such election or
appointment an option to purchase such number of shares of FedEx common stock as shall be determined
by the Committee. Options granted to non-employee directors cannot be exercised earlier than one year from
the grant date.

Tax Withholding

All distributions under the Pian, including the grant of any awards and the issuance of common stock
pursuant to an award, are subject to the withholding of all applicable taxes. The Committee may condition the
delivery of any award or the issuance of any common stock pursuant to an award on the satisfaction of
applicable withholding obligations. FedEx does not withhold shares or permit a Plan participant to exchange
shares in order to satisfy a tax withholding obligation.

Repricing and Discounting Prohibited

The Plan prohibits the repricing of outstanding options (including, without limitation, by canceling an
outstanding option and replacing such option with a new option with a lower exercise price) and the granting
of discounted options.

Loans Prohibited

FedEx will not loan funds to an optionee for the purpose of paying the exercise price associated with a
stock option issued under the Plan or for the purpose of paying any taxes associated with the issuance,
exercise or vesting of any award under the Plan.

Change of Control

Upon the occurrence of a “change of control” (as defined in the Plan): (i} depending on the change of
control event, restricted shares will either be canceled and FedEx shall make a cash payment to the holders in
an amount equal to the highest price per share received by the holders of FedEx's common stock in
connection with the change of control multiplied by the number of restricted shares held, with any non-cash
consideration to be valued in good faith by the Committee, or the restrictions applicable to any such shares
will immediately lapse; and (ji) all outstanding stock options will become fully vested and immediately
exercisable. Any option holder whose employment or directorship terminates following a change of control
may exercise his or her option for a period ending on the earlier of the date of expiration of such option or the
date that is twelve months after the termination of employment or directorship.

Termination and Amendment of the Plan

The Board of Directors or the Committee may suspend or terminate the Plan at any time and the
Committee may amend or modify the Plan and amend, cancel or suspend any award made under the Plan at
any time; provided, however, that without the consent of the recipients affected, no such suspension,
termination, cancellation, amendment or madification may materially impair the rights of such recipients with
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respect to awards previously granted, except as provided in the Plan. Certain amendments and modifications
as specified in the Plan, including an amendment to increase the number of shares issuable under the Plan or
to reprice outstanding stock options, may not be made, however, without the requisite vote of FedEx's
stockholders.

Benefits to Named Executive Officers and Others

The following table sets forth with respect to each named executive officer listed in the Summary
Compensation Table on page 39 and each group listed below (i) the number of shares of common stock
issuable pursuant to stock options granted under the Plan and (i} the number of restricted shares of common
stock awarded under the Plan, in each case since the Plan's inception on September 29, 2003 through
August 4, 2008. The table includes stock option and restricted stock awards made under the Plan from
September 29, 2003 through August 4, 2008. It does not include any grants made during this same period
under any of FedEx’s other stock option or restricted stock plans.

Option Shares Granted

Since B " ' PSince Adoption of Plan

FW.Smith. .. ... 829,150 -
AB. Graf, Jr. ... 117,335 31,610
D.J. Bronczek ........... T 133,110 40,639
TM. Glenn . ... .. e e 104,835 31,610
DFERebholz ... ... 92,055 25,337
All current executive officersasagroup .. ............... 1,549,710 206,085
All non-employee directorsasagroup .................. 179,200 -
All employees, including all current officers who are not

executive officers, asagroup . ...... .. .. oo 9,717,565 788,850

New Plan Benefits

Any future awards granted to eligible participants under the Plan are subject to the discretion of the
Committee and, therefore, are not determinable at this time.

Foreign Jurisdictions

In order to foster and promate achievement of the material purposes of the Plan in foreign jurisdictions
and to fairly accommodate for differences in local law, tax policy or custom, the Committee may modify the
terms of the Plan or provide additional terms. These modifications or additional terms may be reflected in
sub-plans, supplements or alternative versions of the Plan.

Federal Income Tax Consequences

The following is a brief description of the material United States federal income tax consequences
associated with awards under the Plan. It is based on existing United Sates laws and regulations, and there
can be no assurance that those laws and regulations wilf not change in the future. Tax consequences in other
countries may vary.

Restricted Stock. Restricted stock is not taxable to a recipient at the time of grant, but instead is included
in ordinary income (at its then fair market value) when the restrictions lapse. A recipient may elect, however, to
recognize income at the time of grant, in which case the fair market value of the restricted shares at the time
of grant is included in ordinary income and there is no further income recognition when the restrictions lapse.
FedEx is entitled to a tax deduction in an amount equal to the ordinary income recognized by the recipient.

A recipient’s tax basis for restricted shares will be equal to the amount of ordinary income recognized by
the recipient. The recipient will recognize capital gain (or loss) on a sale of the restricted stock if the sale price
exceeds (or is lower than) such basis. The holding period for restricted shares for purposes of characterizing
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gain or loss on the sale of any shares as long- or short-term commences at the time the recipient recognizes
ordinary income pursuant to an award.

Stock Options. Neither incentive stock option grants nor non-qualified stock option grants cause any tax
consequences to the optionee or FedEx. Upon the exercise of a non-qualified stock option, the excess of the
market value of the shares acquired over their exercise price is ordinary income to the optionee and is
deductible by FedEx. The optionee’s tax basis for the shares is the market value thereof at the time of
exercise. Any gain or loss realized upon a subsequent disposition of the stock will generally constitute capital
gain.

Upon the exercise of an incentive stock option, the optionee will not realize taxable income, but the
excess of the fair market value of the stock over the exercise price may give rise to alternative minimum tax.
When the stock acquired upon exercise of an incentive stock option is subsequently sold, the optionee will
recognize income equal to the difference between the sales price and the exercise price of the option. If the
sale occurs after the expiration of two years from the grant date and one year from the exercise date, the
income will constitute long-term capital gain. If the sale occurs prior to that time, the optionee will recognize
ordinary income to the extent of the lesser of the gain realized upon the sale or the difference between the fair
market value of the acquired stock at the time of exercise and the exercise price; any additional gain will
constitute capital gain. FedEx will be entitled to a deduction in an amount equal to the ordinary income
recognized by the optionee. If the optionee exercises an incentive stock option more than three months after
his or her termination of employment due to retirement or more than twelve months after his or her
termination of employment due to permanent disability, he or she is deemed to have exercised a non-qualified
stock option.

Compensation realized by optionees on the exercise of non-qualified stock options or the disposition of
shares acquired upon exercise of any incentive stock options is considered performance-based compensation
under the Code and not subject to the $1,000,000 deductibility limit of Section 162(m) of the Code.

Vote Required for Approval

The affirmative vote of a majority of the shares present at the meeting, in person or represented by proxy,
and entitled to vote is required to approve the amendment to the Plan.

YOUR BOARD OF DIRECTORS RECOMMENDS THAT YOU VOTE “FOR” THIS PROPOSAL.
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EQUITY COMPENSATION PLANS
Equity Compensation Plans Approved by Stockholders

Stockholders approved FedEx’s 1993, 1895, 1997, 1999 and 2002 Stock Incentive Plans, as amended,
and FedEx’'s Incentive Stock Plan, as amended. Although options are still outstanding under the 1983, 1995
and 1897 plans, no shares are available under these plans for future grants.

Equity Compensation Plans Not Approved by Stockholders

FedEx’s 2001 Restricted Stock Plan, as amended, was approved by the Board of Directors, but was not
approved by the stockholders. Under the terms of this plan, key employees may receive restricted shares of
common stock as determined by the Compensation Committee. Only treasury shares may be issued under
this plan. Restrictions on the shares typically expire over four years from the award date. Holders of restricted
shares are entitled to vote such shares and to receive any dividends paid on FedEx common stock.

In connection with its acquisition of Caliber System, Inc. in January 1998, FedEx assumed Caliber's
officers’ deferred compensation plan. This plan was approved by Caliber’s board of directors, but not by
Caliber's or FedEx's stockholders. Following FedEx's acquisition of Caliber, Caliber stock units under the plan
were converted to FedEx common stock equivalent units. In addition, the employer's 50% matching
contribution on compensation deferred under the plan was made in FedEx common stock equivalent units.
Subject to the provisions of the plan, distributions to participants with respect to their stock units may be paid
in shares of FedEx common stock on a ane-for-one basis. Effective January 1, 2003, no further deferrals or
employer matching contributions will be made under the plan. Participants may continue to acquire FedEx
common stock equivalent units under the plan, however, pursuant to dividend equivalent rights.

Summary Table

The following table sets forth certain information as of May 31, 2008 with respect to compensation plans
under which shares of FedEx common stock may be issued. This table does not include the additional shares
of common stock that may be issued under FedEx’s Incentive Stock Plan if the Plan amendment is approved
by the stockholders at the annual meeting.

Equity Compensation Plan Information

Number of Shares
Remaining Available for
Future Issuance Under

Number of Shares to be Weighted-Average Equity Compensation
Issued Upon Exercise of Exercise Price of Plans (Excluding Shares
Outstanding Oﬂtlons, Qutstanding Options, Reflected in the
Plan Category Warrants and Righis Warrants and Rights First Column)
Equity compensation plans approved by
stockholders . .................... 16,600,694 $78.35 4,179,216@
Equity compensation plans not approved
by stockholders . ................. 8,961@ N/A 252,331
Total . . . ... ... .. ..o 16,609,655 $78.35 © 4,431,547

(1) Represents shares of common stock issuable upon exercise of outstanding options granted under
FedEx's stock aption plans. This number does not include: (a) 77,112 shares of common stock issuable
upon exercise of outstanding options granted under plans assumed by FedEx in acquisitions; (b) 6,920
shares of common stock issuable under a retirement plan assumed by FedEx for former non-employee
directors of Caliber System, Inc.; and (c) 28,364 shares of common stock issuable under stock credit
plans assumed by FedEx in the Caliber acquisition. The weighted average exercise price of outstanding
options granted under option plans assumed in acquisitions as of May 31, 2008 was $21.91.

FedEx cannot make any additional awards under these assumed plans, but additional FedEx common
stock equivalent units may be issued to current participants under the assumed stock credit plans
pursuant to dividend equivalent rights.
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@

(3)

4

Includes 3,684,999 option shares available for future grants under FedEx's Incentive Stock Plan and other
stock option plans and 494,217 shares available for future restricted stock grants under FedEx's Incentive
Stock Plan.

Represents shares of FedEx common stock issuable pursuant to the officers’ deferred compensation plan
assumed by FedEx in the Caliber acquisition as described under “— Equity Compensation Plans Not
Approved by Stockholders” above.

Represents shares available for future grants under FedEx’s 2001 Restricted Stock Plan, as amended, as

described under “— Equity Compensation Plans Not Approved by Stockholders” above. Only treasury
shares may be issued under this plan.
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REPORT OF THE AUDIT COMMITTEE OF THE BOARD OF DIRECTORS

The Audit Commitiee assists the Board of Directors in its oversight of FedEx's financial reporting process.
The Audit Committee's responsibilities are more fully described in its charter, which is available on the FedEx
Web site at http.//irfedex.comicom _charters.cfm.

Management has the primary responsibility for the financial statements and the financial reporting process,
including internal control over financial reporting. FedEx’s independent registered public accounting firm is
responsible for performing an audit of FedEx’s consolidated financial statements and expressing an opinion
on the fair presentation of those financial statements in conformity with United States generally accepted
accounting principles. The independent registered public accounting firm also is responsible for performing an
audit of and expressing an opinion on the effectiveness of FedEx’s internal control over financial reporting.

In fulfilling its oversight responsibilities, the Audit Committee reviewed and discussed with management
the audited consolidated financial statements for the fiscal year ended May 31, 2008, including a discussion
of, among other things: (i) the acceptability and quality of the accounting principles; (ii) the reasonableness of
significant accounting judgments and critical accounting policies-and estimates; (iii} the clarity of disclosures
in the financial statements; and (iv} the adequacy and effectiveness of FedEx’s financial reporting procedures,
disctosure controls and procedures and internal control over financial reporting, including management's
assessment and report on internal control over financial reporting. The Audit Committee also discussed with
the Chief Executive Officer and Chief Financial Officer of FedEx their respective certifications with respect to
FedEx’'s Annual Report on Form 10-K for the fiscal year ended May 31, 2008.

The Audit Committee reviewed and discussed with the independent registered public accounting firm the
audited consolidated financial statements for the fiscal year ended May 31, 2008, the firm’s judgments as to
the acceptability and quality of FedEx's accounting principles and such other matters as are required to be
discussed with the Audit Committee under the standards of the Public Company Accounting Oversight Board
(United States) {the “PCAOB"), including those matters required to be discussed by Statement on Auditing
Standards No. 61, as amended, Communications with Audit Committees (as adopted by the PCAOB in
Rule 3200T). The Audit Committee also reviewed and discussed with the independent registered public
accounting firm their audit of the effectiveness of FedEx’s internal control over financial reporting.

In addition, the Audit Committee has received from the independent registered public accounting firm the
written disclosures regarding the firm’s independence and the letter required by Independence Standards
Board Standard No. 1, Independence Discussions with Audit Committees (as adopted by the PCAOB in
Rule 3600T), and has discussed with the independent registered public accounting firm those disclosures and
other matters relating to the firm's independence.

The Audit Committee discussed with FedEx's internal auditor and independent registered public
accounting firm the overall scope and plans for their respective audits. The Audit Committee meets with the
internal auditor and the independent registered public accounting firm, with and without management present,
to discuss the results of their examinations, their evaluations of FedEx’s internal controls and the overall
quality of FedEx’s financial reporting.

In reliance on the reviews and discussions referred to above, and the receipt of unqualified opinions from
Ernst & Young LLP dated July 10, 2008, with respect to the consolidated financial statements of FedEx as of
and for the fiscal year ended May 31, 2008, and with respect to the effectiveness of FedEx's internal contro!
over financial reperting, the Audit Committee recommended to the Board of Directors, and the Board
approved, that the audited consolidated financial statements be included in FedEx's Annual Report on
Form 10-K for the fiscal year ended May 31, 2008, for filing with the Securities and Exchange Commission.

Audit Committee Members
John A. Edwardson - Chairman
Gary W. Loveman
Joshua |. Smith
Peter S. Willmott
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AUDIT AND NON-AUDIT FEES

The following table sets forth fees for services Ernst & Young LLP provided to FedEx during fiscal 2008
. and 2007:

2008 2007
Auditfees . . .. .. o e $11,984,000 $12,401,000
Audit-relatedfees .. ...... ... ... ... . . . . . ... 490,000 637,000
Tax fees . ... 172,000 588,000
Allotherfees. . .. ... ... .. . .. e 15,000 15,000
Total ... e e $12,661,000 $13,651,000

« Audit Fees. Represents fees for professional services provided for the audit of FedEx’s annual
financial statements, the audit of FedEx’s internal control over financial reporting under Section 404 of
the Sarbanes-Oxley Act of 2002, the review of FedEx's quarterly financial statements and audit
services provided in connection with other statutory or regulatory filings.

+ Audit-Related Fees. Represents fees for assurance and other services related to the audit of FedEx's
financial statements. The fees for fiscal 2008 and 2007 were primarity for benefit plan audits.

+ Tax Fees. Represents fees for professional services provided primarily for domestic and international

tax compliance and advice. Tax compliance and preparation fees totaled $21,000 and $15,000 in fiscal
2008 and 2007, respectively.

+ Al Other Fees. Represents fees for products and services provided to FedEx not otherwise included

in the categories above. The amounts shown for fiscal 2008 and 2007 include fees for online technical
resources.

FedEx's Audit Committee has determined that the provision of non-audit services by Ernst & Young is
compatible with maintaining Ernst & Young's independence.
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PROPOSAL 3 - RATIFICATION OF THE APPOINTMENT OF
THE INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

Appointment of Independent Registered Public Accounting Firm

Ernst & Young LLP audited FedEx's annual financial statements for the fiscal year ended May 31, 2008
and FedEx's internal control over financial reporting as of May 31, 2008. The Audit Committee has appointed
Emst & Young to be FedEx’s independent registered public accounting firm for the fiscal year ending May 31,
2009. The stockholders are asked to ratify this appointment at the annual meeting. Representatives of Ernst &
Young will be present at the meeting to respond to appropriate questions and to make a statement if they so
desire.

Policies Regarding Independent Auditor

The Audit Committee is directly responsible for the appointment, compensation and oversight of the
independent registered public accounting firm. To help ensure the independence of the independent
registered public accounting firm, the Audit Committee has adopted two policies: the Policy on Engagement
of Independent Auditor; and the Policy on Hiring Certain Employees and Partners of the Independent Auditor.

Pursuant to the Policy on Engagement of Independent Auditor, the Audit Committee preapproves all audit
services and non-audit services to be provided to FedEx by its independent registered public accounting firm.
The Audit Committee may delegate to one or more of its members the authority to grant the required
approvals, provided that any exercise of such authority is presented at the next Audit Committee meeting.

The Audit Committee may preapprove for up to one year in advance the provision of particular types of
permissible routine and recurring audit-related, tax and other non-audit services, in each case described in
reasonable detail and subject to a specific annual monetary limit also approved by the Audit Committee. The
Audit Committee must be informed about each such service that is actually provided. In cases where a service
is not covered by one of those approvals, the service must be specifically preapproved by the Audit
Committee no earlier than one year prior to the commencement of the service.

Each audit or non-audit service that is approved by the Audit Committee (excluding tax services
performed in the ordinary course of FedEx's business) will be reflected in a written engagement letter or
writing specifying the services to be performed and the cost of such services, which will be signed by either a
member of the Audit Committee or by an officer of FedEx authorized by the Audit Committee to sign on behalf
of FedEx.

The Audit Commitiee will not approve any prohibited non-audit service or any non-audit service that
individually or in the aggregate may impair, in the Audit Committee’s opinion, the independence of the
independent registered public accounting firm.

In addition, FedEx's independent registered public accounting firm may not provide any services,
including financial counseling and tax services, to any FedEx officer, Audit Committee member or FedEx
managing director {or its equivalent) in the Finance department or to any immediate family member of any
such person. The Policy on Engagement of Independent Auditor is available on FedEx’s Web site at
http://firfedex.com/documentdisplay.ctfm?DocumentiD=122.

Pursuant to the Policy on Hiring Certain Employees and Partners of the Independent Auditor, FedEx will
not hire a person who is concurrently a partner or other professional employee of the independent registered
public accounting firm or, in certain cases, an immediate family member of such a person. Additionally, FedEx
will not hire a former partner or professional employee of the independent registered public accounting firm in
an accounting role or a financiat reporting oversight role if he or she remains in a position to influence the
independent registered public accounting firm's operations or policies, has capital balances in the
independent registered public accounting firm or maintains certain other financial arrangements with the
independent registered public accounting firm. FedEx will not hire a former member of the independent
registered public accounting firm's audit engagement team (with certain exceptions) in a financial reporting
oversight role without waiting for a required “cooling-off’ period to elapse.

FedEx’s Executive Vice President and Chief Financial Officer will approve any hire who was employed
during the preceding three years by the independent registered public accounting firm, and will annually
report all such hires to the Audit Committee.
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Vote Required For Ratification

The Audit Committee is responsible for selecting FedEx’s independent registered public accounting firm.
Accordingly, stockholder approval is not required to appoint Ernst & Young as FedEx's independent registered
public accounting firm for fiscal year 2009. The Board of Directors believes, however, that submitting the
appointment of Ernst & Young to the stockholders for ratification is a matter of good corporate governance. If
the stockholders do not ratify the appointment, the Audit Committee will review its future selection of the
independent registered public accounting firm.

The ratification of the appointment of Ernst & Young as FedEx's independent registered public accounting
firm requires the affirmative vote of a majority of the shares present at the meeting, in person or represented
by proxy, and entitled to vote.

YOUR BOARD OF DIRECTORS RECOMMENDS THAT YOU VOTE “FOR” THIS PROPOSAL.
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PROPOSAL 4 - STOCKHOLDER PROPOSAL: INDEPENDENT BOARD CHAIRMAN

FedEx is not responsible for the content of this stockholder proposal or supporting statement.

FedEx has been notified that the International Brotherhood of Teamsters General Fund, 25 Louisiana
Avenue, N.W., Washington, D.C. 20001, the beneficial owner of 176 shares of FedEx common stock, intends
to present the following proposal for consideration at the annual meeting:

“RESOLVED: That shareholders at FedEx Corporation {“FedEx” or “Company") ask the Board of Directors
to adopt a policy that the Board's chairman be an independent director who has not previously served as an
executive officer of FedEx. The policy should be implemented so as not to violate any contractual obligation
and should specify: (a) how to select a new independent chairman if a current chairman ceases to be
independent during the time between annual meetings of shareholders; and, {b) that compliance with the
policy is excused if no independent director is available and willing to serve as chairman.

SUPPORTING STATEMENT: It is the Board’s responsibility to protect shareholders’ long-term interests by
providing independent oversight of management, including the CEQ, in directing the Company’s business and
affairs. We believe that having one person fulfill both roles necessarily impairs the Chair’s ability to hold the
CEQ accountable. '

Mr. Fred Smith holds the positions of Chairman and CEO at our Company. We believe this leadership
structure has allowed Mr. Smith to exert a dominant influence over the Board, impeding the Board's ability o
ensure that management acts strictly in the best interests of the Company. '

A similar proposal filed at FedEx last year — which received 26% of the vote — highlighted concerns
regarding Mr. Smith’s leadership in pursuing a guestionable business tactic of classifying FedEx Ground
drivers as “independent contractors.” In its 2007 Proxy Statement, FedEx claimed that the proposal’s
reference to widespread state and federal investigations concerning the independent contractor model was
“irrelevant and clearly self-serving,” arguing that “more than 120 agencies and courts . . . have upheld the
FedEx Ground independent contractor model.” '

However, a recent audit by the Internal Revenue Service (IRS) for the 2002 calendar year tentatively conciuded
that FedEx Ground’s pick-up-and-delivery owner-operators are in fact employees for federal employment tax
purposes. The IRS anticipates assessing tax delinquencies and penalties of $319 million plus interest for 2002,
The Agency is now proceeding with audits for calendar years 2004 through 2006.

Furthermore the Supreme Court of California affirmed a lower Court’s ruling in Estrada v. FedEx Ground,
confirming that a number of California single-route contractors should be reimbursed as employees for some
of their operating expenses.

FedEx now faces approximately 45 other class-action lawsuits, several individual lawsuits, and about 25 state
tax and other administrative proceedings, challenging its treatment of drivers as independent contractors.

FedEx has admitted that “it is reasonably possible that such potential loss [related to lawsuits] or such
changes to the independent contractor status of FedEx Ground's owner-operators could be material.” {FedEx
Form 10-Q filed March 20, 2008).

We believe that the IRS’s tentative determination — along with extensive pending lawsuits — confirm that
FedEx’s independent contractor model exposes the Company to staggering financial liability.

The Company's decision nonetheless aggressively to defend this model raises serious questions about Board
oversight and underscores the need for an independent Board Chair at our Company.

We urge your support FOR this proposal.”

Board of Directors’ Statement in Opposition

The Board of Directors and its Nominating & Governance Committee have considered this proposal and
concluded that its adoption is unnecessary and not in the best interests of our stockholders.

FedEx and its stockholders are best served by having Mr. Frederick W, Smith, FedEx’s founder and
Chief Executive Officer, serve as Chairman of the Board of Directors, FedEx's Bylaws provide that the
Chairman of the Board of Directors sha!l be the Chief Executive Officer, unless the Board decides otherwise.
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This approach provides the Board with the necessary flexibility to determine whether the positions should be
heid by the same person or by separate persons based on the leadership needs of FedEx at any particular
time. The Board has given careful consideration to separating the roles of Chairman and Chief Executive
Officer and has determined that FedEx and its stockholders are best served by having Mr. Smith, FedEx’s
founder, serve as both Chairman of the Board of Directors and Chief Executive Officer. Mr. Smith’s combined
role as Chairman and Chief Executive Officer promotes unified leadership and direction for the Board and
executive management and it allows for a single, clear focus for the chain of command to execute FedEx's
strategic initiatives and business plans.

Mr. Smith has served as both Chairman of the Board and Chief Executive Officer of FedEx since 1977.
Mr. Smith is the pioneer of the express transportation industry and his record of innovation, achievement and
leadership speaks for itself. Under Mr. Smith's leadership, FedEx has become one of the most trusted and
respected brands in the world. FedEx has consistently been ranked in FORTUNE magazine’s industry lists,
including “World's Most Admired Companies” and “America’s Most Admired Companies.” In addition, during
fiscal 2008, Mr. Smith was named the top CEQ in our industry by Institutional Investor magazine, and one of
the top 30 chief executives in the world by Barron's magazine. Under Mr. Smith's leadership, FedEx has also
experienced strong long-term financial growth and stockholder return. FedEx's compound annual growth rates
for revenue, earnings per share and stock price since its initial public offering in 1978 are approximately 20%,
10% and 17%, respectively. The Board of Directors believes that our stockholders have been well served by
having Mr. Smith act as both Chairman and Chief Executive Officer.

FedEx’s strong and independent Board of Directors effectively oversees our management and
provides vigorous oversight of FedEx’s business and affairs. The Board of Directors is composed of
independent, active and effective directors. Thirteen out of our fourteen directors meet the independence
requirements of the New York Stock Exchange, the Securities and Exchange Commission and the Board's
standards for determining director independence. Mr. Smith is the only member of executive management
who is also a director.

Requiring that the Chairman of the Board be an independent director is not necessary to ensure that our
Board provides independent and effective oversight of FedEx's business and affairs. Such oversight is
maintained at FedEx through the compaosition of our Board, the strong leadership of our independent directors
and Board committees, and our highly effective corporate governance structures and processes already in
place.

The Board of Directors and its committees vigorously oversee the effectiveness of management policies
and decisions, inctuding the execution of key strategic initiatives, Each of the Board's committees is
composed entirely of independent directors. Consequently, independent directors directly oversee such critical
matters as the integrity of FedEx's financial statements, the compensation of executive management, including
Mr. Smith’s compensation, the selection and evaluation of directors, and the development and implementation
of corporate governance programs. The Compensation Committee, together with the other independent
directors, conducts an annual performance review of the Chairman and Chief Executive Officer, assessing
FedEx’s financial and non-financial performance and the quality and effectiveness of Mr. Smith's leadership. In
addition, the Nominating & Governance Committee oversees the processes by which Mr. Smith is evaluated.

The Board believes that FedEx’s Corporate Governance Guidelines, which are available on the FedEx Web
site, help ensure that strong and independent directors will continue to play the central oversight role
necessary to maintain FedEx's commitment to the highest quality corporate governance. Pursuant to these
governance principtes, non-management Board members meet at regularly scheduled executive sessions
without management present in conjunction with each in-person Board meeting. The Chairman of the
Nominating & Governance Committee presides over these meetings. Each Board member is free to suggest
the inclusion of items on the agenda for Board meetings or raise subjects that are not on the agenda for that
meeting. In addition, the Board and each Board committee has complete and open access to any member of
management and the authority to retain independent tegal, financial and ather advisors as they deem
appropriate.

Finally, the proponent has again selectively referred to centain lawsuits and other proceedings concerning
FedEx Ground, as it did with a substantially similar and unsuccessful proposal last year. These references are
irrelevant and clearly self-serving. Our Board of Directors has reviewed FedEx Ground’s independent
contractor model and ctosely monitors the status of these proceedings. The independent contractor model
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has been in place since the inception of the company as RPS in 1985, was in place at the time we acquired
Caliber System, Inc. in January 1998, and throughout FedEx Ground’s history has been upheld by numerous
agencies and courts, including United States federal courts. The currently pending material litigation and other
proceedings have been described in detail in FedEx's SEC filings, and we intend to vigorously defend
ourselves in these proceedings. We will continue to monitor these issues, and to make changes to our
relationships with independent contractors, as may be appropriate. FedEx Ground's use of independent
contractors is well suited to the needs of the ground delivery business and its custormners, which is reflected by
FedEx Ground's strong growth.

In sum, the Board believes that FedEx and its stockholders have been and continue to be well served by
having Mr. Smith serve as both Chairman of the Board and Chief Executive Officer. The current leadership
model, when combined with the current composition of the Board and the other elements of our governance
structure, strikes an appropriate balance between strong and consistent leadership and independent oversight
of FedEx's business and affairs. This proposal is clearly an attempt by the proponent to advance its own
self-interest, which is inconsistent with the best interests of FedEx and its stockholders as a whole.
Accordingly, we recommend that you vote against this proposal.

Vote Required for Approval

the shares present at the meeting, in person or represented by proxy, and entitled to vote.
YOUR BOARD OF DIRECTORS RECOMMENDS THAT YOU VOTE “AGAINST” THIS PROPOSAL.

If this proposal is properly presented at the meeting, approval requires the affirmative vote of a majority of
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PROPOSAL 5 - STOCKHOLDER PROPOSAL: SHAREHOLDER VOTE ON EXECUTIVE PAY
FedEx is not responsible for the content of this stockholder proposal or supporting statement.

FedEx has been notified that John Chevedden, 2215 Nelson Avenue, No. 205, Redondo Beach, California
90278, the beneficial owner of 100 shares of FedEx common stock, intends to present the following proposal
for consideration at the annual meeting:

“5 - Shareholder Say on Executive Pay
RESOLVED, that shareholders of our company request that our board of directors adopt a policy that provides
shareholders the opportunity at each annual shareholder meeting to vote on an advisory resolution, proposed
by management, to ratify the compensation of the named executive officers (NEQs) in the proxy statement’s
Summary Compensation Table (the SCT) and the accompanying narrative disclosure of material factors
provided to understand the SCT (but not the Compensation Discussion and Analysis). The proposal submitted
to shareholders should make clear that the vote is non-binding and would not affect any compensation paid
or awarded to any NEQO.

Supporting Statement
Investors are increasingly concerned about mushrooming executive pay which too often is insufficiently
aligned with the creation of shareholder value. As a result, shareholders filed more than 60 “say on pay”
resolutions with companies in 2007, averaging a 42% vote. In fact, eight resolutions received majority votes.

In addition, the advisory vote was endorsed by the Council of Institutiona! Investors. A Chartered Financial
Analyst Institute survey found that 76% of its members favored giving shareholders an advisory vote. A bill to
provide for annual advisory votes on compensation passed in the House of Representatives by a 2-to-1
margin.

Aflac will present such a resolution to investors in 2008. Verizon, Blockbuster and Par Pharmaceuticals have
each adopted a policy in response to a majority vote, and TIAA-CREF held its first Advisory Vote in 2007.

The merits of adopting this proposal should also be considered in the context of our company’s corporate
governance practices. For instance in 2008 the following governance issues were identified (and certain
concerns are noted):

* The Corporate Library (TCL) http://www.thecorporatelibrary.com, an independent research firm, rated
our company:

“D" in Corporate Governance.

“Very High Concern” in executive pay.

"High Concern' for the Board.

“High” in Overall Governance Risk Assessment.

* Six directors were long tenured:
Joshua Smith
Judith Estrin
J.R. Hyde
Phillip Greer {70+ years of age)
Peter Willmott (70+ years of age)
Frederick Smith ~ Chairman and CEO
This creates the perception of a board within a board and raises concerns about board independence. i

* Meanwhile, four directors were potentially conflicted as a result of previous FedEx employment or
through related party transactions:
J.R. Hyde
James Barksdale ‘
Peter Willmott
John Edwardson

* Finally, there were four active CEOs on the board — Overextension concern:
August Busch IV - Anheuser-Busch '
John Edwardson — CDW Corporation
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Steven Loranger — ITT Corporation

Gary Lovernan - Harrah’s Entertainment
Messrs. Busch and Loranger were on the compensation committee — a practice that can result in an
inflationary effect on compensation levels.

* We had no shareholder right to:
1) Cumulative voting.
2) To act by written consent.
3) - To call a special meeting. : :
The above concerns show there is a significant opportunity for improvement at the highest tevel of our
company and reinforces the reason to encourage our board to respond positively to this proposal:

Shareholder Say onh Executive Pay -
Yes on 5”

Board of Directors’ Statement in Opposition

The Board of Directors and its Compensation and Nominating & Governance Committees have
considered this proposal and concluded that it is unnecessary and not in the best interests of our
stockholders.

Our stockholders already have a direct and effective method to express their views regarding
executive compensation. An advisory vote is not necessary because our stockholders atready have an
efficient and effective method of communicating directly with our Board of Directors and its Compensation
Committee. Stockholders may communicate with any member or committee of our Board of Directors
(including the Compensation Committee or the Board generally) as described on page 11 under the heading
“Corporate Governance Matters — Communications with Directors.” By contacting our Board or members of
the Compensation Committee directly, stockholders can specifically, clearly and accurately express any
observations or concerns regarding FedEx's compensation policies and practices directly to those charged
with designing and administering FedEx's executive compensation program. An advisory vote does not
provide that level of communication. '

Our executive compensation structure promotes the best interests of our stockholders. As
discussed under the heading “Compensation Discussion and Analysis” beginning on page 19, Fedkx has a
carefully crafted executive compensation program that rewards executives for their performance and aligns
their interests with those of FedEx's stockholders. This program is designed and administered by the
Compensation Committee, which is composed entirely of independent directors. The Compensation
Committee regularly monitors each component of FedEx's executive compensation program and, after careful
and thorough deliberation, adopts changes as appropriate to reflect FedEx's business strategy and the
dynamic, global marketptace in which FedEx competes for talented executives. In addition, the Compensation
Committee has retained an independent executive compensation consultant, which reports directly to the
Compensation Committee and assists the Compensation Committee in evaluating FedEx’s executive
compensation. The Board believes that FedEx's compensation structure for executive officers promotes the
best interests of FedEx and its stockholders by enabling FedEx to retain and attract highly qualified and
productive executive officers, while ensuring that they are compensated in such a manner as to sustain and
enhance long-term stockhaolder value.

An advisory vote would undermine our highly effective executive compensation program to the
detriment of our stockholders. FedEx's global recognition and reputation for excellence in management
and leadership make our employees attractive targets for other companies and our executives are
aggressively recruited. The Board of Directors and its Compensation Committee have a duty to our
stockholders to ensure that our overall compensation program competes well against all types of
companies — in our industry and in others — and continues to retain and attract highly qualified and effective
executive officers. The proposed advisory vote could create the impression among our executives, as weil as
by executives whom we may recruit, that their compensation opportunities at FedEx could be limited,
especially as compared with opportunities at other companies that have not adopted this practice. If adopted,
the proposal would only apply to FedEx and no other company and could have the effect of undermining the
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Board's and Compensation Committee’s efforts to retain and attract highly talented executives to the detriment
of our stockholders.

An advisory vote would not effectively convey meaningful stockholder opinions regarding executive
compensation. The proposed advisory vote would not provide our Board of Directors or its Compensation
Committee with any meaningful insight into specific stockholder concerns regarding executive compensation
that they could address when considering FedEx’'s compensation policies and practices. It is simply a vote to
approve the Summary Compensation Table and related narrative disclosure. Such an advisory vote would not
effectively communicate any particular stockholder views about our executive compensation programs and
would not provide our Board or its Compensation Committee with any clear indication of, or context necessary
to interpret, the meaning of the vote. In addition, an advisory vote could easily be abused by some
shareholders to promote their individual political and social agendas, which would further distort the already
vague message conveyed by the advisory vote. The proposed advisory vote would therefore not provide any
benefit to our stockholders, nor would it provide any useful information to our Board or its Compensation
Committee. '

For the reasons set forth above we recommend that you vote against this proposal.

Vote Required for Approval

If this proposat is properly presented at the meeting, approval requires the affirmative vote of a majority of
the shares present at the meeting, in person or represented by proxy, and entitled to vote.

YOUR BOARD OF DIRECTORS RECOMMENDS THAT YOU VOTE “AGAINST” THIS PROPOSAL.

OTHER MATTERS

We are not aware of any other matters to be conducted at the meeting. FedEx’s Bylaws require
stockholders to give advance notice of any proposal intended to be presented at the annual meeting. The
deadline for this notice has passed and we did not receive any such notices. If any other matter properly
comes before the stockholders for a vote at the meeting, the proxy holders will vote your shares in
accordance with their best judgment.

ADDITIONAL INFORMATION
Proxy Solicitation

FedEx will bear all costs of this proxy solicitation. In addition to soliciting proxies by this mailing, our
directors, officers and regular employees may solicit proxies personally or by mail, telephone, facsimile or
other efectronic means, for which solicitation they will not receive any additional compensation. FedEx will
reimburse brokerage firms, custodians, fiduciaries and other nominees for their out-of-pocket expenses in
forwarding solicitation materials to beneficial owners upon our request. FedEx has retained Morrow & Co., LLC
to assist in the solicitation of proxies for a fee of $12,500 plus reimbursement of certain disbursements and
expenses.

Householding

We have adopted a procedure approved by the Securities and Exchange Comrmission called
“householding.” Under this procedure, stockholders of record who have the same address and last name and
do not participate in electronic delivery will receive only one copy of this proxy statement and the 2008 Annual
Report to Stockholders, unless contrary instructions have been received from one or more of these
stockholders. This procedure will reduce our printing costs and postage fees.

Stockholders who participate in householding will continue to receive separate proxy cards. Also,
householding will not in any way affect dividend check mailings.

If you are eligibte for householding, but you and other stockholders of record with whom you share an
address currently receive multiple copies of our annual report and proxy statement, or if you hold stock in
more than ane account, and in either case you wish to receive only a single copy of our annual report and
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proxy statement for your household, please contact our transfer agent, Computershare Trust Company, N.A.
(in writing: PO. Box 43069, Providence, Rhode Island 02940-3069; by telephone: in the U.S. or Canada,
1-800-446-2617; outside the U.S. or Canada, 1-781-575-2723).

If you participate in householding and wish to receive a separate copy of this proxy statement and the
2008 Annual Report, or if you do not wish to participate in householding and prefer to receive separate copies
of future annual reports and proxy statements, please contact Computershare as indicated above. A separate
copy of this proxy statement and the 2008 Annual Report will be delivered promptly upon request.

Beneficial owners of shares held in street name can request information about householding from their
banks, brokerage firms or other holders of record.

Stockholder Proposals for 2009 Annual Meeting

Stockholder proposals intended to be presented at FedEx’s 2009 annual meeting must be received by
FedEx no later than April 20, 2009 to be eligible for inclusion in FedEx’s proxy statement and form of proxy for
next year's meeting. Proposals should be addressed to FedEx Corporation, Attention: Corporate Secretary,
942 South Shady Grove Road, Memphis, Tennessee 38120.

For any proposal that is not submitted for inclusion in next year’s proxy statement (as described in the
preceding paragraph), but is instead sought to be presented directly at the 2009 annual meeting, including
nominations of director candidates, FedEx's Bylaws require stockholders to give advance notice of such
proposals. The required notice must be given no more than 120 days and no less than 80 days in advance of
the anniversary date of the immediately preceding annual meeting. Accordingly, with respect to our 2008
annual meeting of stockholders, our Bylaws require notice to be provided to FedEx Corporation, Attention:
Corporate Secretary, 942 South Shady Grove Road, Memphis, Tennessee 38120, as early as June 1, 2009 but
no later than July 1, 2009. If a stockholder fails to provide timely notice of a proposal to be presented at the
2009 annual meeting, the chairman of the meeting will declare it out of order and disregard any such matter.

By order of the Board of Directors,

Ol © ety

CHRISTINE P RICHARDS
Secretary
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COMPANIES IN EXECUTIVE COMPENSATION COMPARISON SURVEY GROUP

3M Company

7-Eleven, Inc.

Abbott Laboratories

Accenture Lid

Akzo Nobel N.V.

Albertsons, Inc.

Alcatel-Lucent

Alcoa Inc.

Alstom

Altria Group, Inc.

American Express Company

American Standard Inc.

AmeriscurceBergen Corporation

Amgen Inc.

AMR Corporation

Anheuser-Busch Companies, Inc.

Apple Inc.

Aramark Corporation

Archer-Daniels-Midland Company

Arrow Electronics, Inc.

ArvinMeritor, Inc:

Ashland Inc.

Associated British Foods ple

AstraZeneca PLC

AT&T Mobility LLC

AT&T Inc.

AutoNation, Inc.

Avis Budget Group, Inc. {formerly known as
Cendant)

BAE Systems PLC

BASF Corporation

Baxter International Inc.

Bayer AG

BellSouth Corporation

Berkshire Hathaway Inc.

Best Buy Co,, Inc.

Boehringer Ingelheim GmbH

Boeing Company (The)

BP p.l.c.

Bristol-Myers Squibb Company

Bunge Limited

Burlington Northern Santa Fe Corporation

Cadbury-Schweppes PLC

Cardinal Health, Inc.

Cargill, Inc.

Caterpillar Inc.

Cellco Partnership (d/b/a Verizon Wireless)

Chevron Corporation

CHS Inc.

Coca-Cola Company (The)

Colgate-Palmolive Company

Comcast Corporation

ConAgra Foods, Inc.

ConocoPhillips

Constellation Energy Group, Inc.

A-1

APPENDIX A

CSX Corporation .

CVS Caremark Corporation -

Daimler AG

Daimler Trucks North America LLC

Deere & Company

Dell Inc. ‘

Delphi Corporation

Delta Air Lines, Inc.

Devon Energy Corporation

Diageo plc

Dominion Resources, Inc.

Dow Chemical Company (The)

E. L. du Pont de Nemours and Company

Eastman Kodak Company

Eaton Corparation

Edison International

Electronic Data Systems Corporation

Eli Lilly and Company

EMC Corporation

Emerson Electric Co.

Encana Corporation

Energy Futures Holdings Corporation

Entergy Corporation _ !

European Aeronautic Defence and Space
Company N.V. (EADS)

First Data Corporation

Fluor Corporation

Ford Motor Company

FPL Group, Inc.

Gap, Inc. (The)

General Dynamics Corporation

General Electric Company

General Mills, Inc.

General Motors Corporation

GlaxoSmithKline plc

Goodyear Tire & Rubber Company {The)

Halliburton Company

Hawaiian Telecom Communications, inc.

HCA Inc.

Henkel AG & Co. KGaA

Hess Corporation

Hewlett-Packard Company

Heinz (H. J.} Company

Holcim Ltd

Home Depot, Inc. (The)

Honeywell International Inc.

International Business Machines Corporation

lllinois Tool Works Inc.

Imperial Chemical Industries PLC

ingersoll-Rand Company Limited

Ingram Micro Inc.

Intel Corporation

International Paper Company

J. C. Penney Company, Inc.

JM Family Enterpriges, Inc.




Johnson & Johnson

Johnson Controls, Inc.

KB Home

Kellogg Company

Kimberly-Clark Corporation

Kohl's Corporation

Keninklijke Philips Electronics N.V.
Kraft Foeds Inc.

Kroger Co. (The)

Lear Corporation

" Lackheed Martin Corporation
Loews Corporation

Lucent Technologies Inc.

LVMH Moet Hennessy Louis Vuntton
Macy’s, Inc.

Marriott international, Inc.

Mars, Incorporated

Masco Corporation

Matsushita Electric Industrial Co., Ltd.

McDonald's Corporation

Medco Health Solutions, Inc.
Medtronic, Inc.

Meijer, Inc.

Merck & Co., Inc.

Microsoft Corporation

Mittal Steel USA Inc.

Matorola, Inc.

Navistar Internaticnal Corporatlon
Nestle S.A.

NIKE, Inc.

Norfolk Southern Corporation
Nortel Networks Corporation
Northrop Grumman Corporation -
Northwest Airlines, Inc.

Novartis AG

QOccidental Petroleumn Corporation
Office Depot, Inc.

PACCAR Inc:.
PDVSA
PepsiCo, Inc.
Plizer inc.
PG&E Corporation

Philip Morris USA

PPG industries, Inc.

Procter & Gamble Company (The)
Progress Energy, Inc.

Pulte Homes, Inc.

Qwest Communications International Inc,

Raytheon Company -

Rio Tinto plc

Robert Bosch GmbH
Roche Holding AG
Safeway Inc.
Sanofi-Aventis

. Sara Lee Corporation

Schering-Plough Corporation
Schlumberger Limited
Schneider Electric SA

Sears Holdings Corporation
Sempra Energy

Siemens AG

Sodexho Alliance, SA
Solectron Corporation
Solvay S.A.

Sony Corporation

Southern Company (The)
Sprint Nextel Corporation
Staples, Inc.

Sun Microsystems, Inc.
Sunoco, Inc.

SUPERVALU INC.

Swiss Re Life & Heatfth
Target Corporation

Texas Instruments Incorporated
Textron Inc.

Thomson Reuters Corporation
Time Warner Cable Inc.

" Time Warner Inc.

Tyco International Ltd.

UAL Corporation

Unilever N.V.

Union Pacific Corporation
United Parcel Service, Inc.
United Technologies Corporation
Valero Energy Corporation
Verizon Communications Inc.
Viacom Inc.

Visteon Corporation

Wal-Mart Stores, Inc.

Walgreen Co.

Wallt Disney Company (T he)
Waste Management, Inc.
Weyerhaeuser Company
Whirlpool Corporation

Williams Companies, Inc. (The)
Wyeth )

. Xerox Corporation
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(2) Non-Management Directors are eligible to receive Stock Options, but not Restricted Shares.

(b) Grant of Awards.- The Committee shall, in its sole and complete discretion and subject to the
provisions of the Plan, (1) select from time to time the employees, from among those eligible, who shall
receive Awards, (2) determine the type of Award to be granted and (3) determine and establish the terms,
provisions, conditions and restrictions of each Award, including the number of shares of Common Stock
subject to the Award. Subject to the provisions of the Plan, Awards may be granted singly or in combination
with other Awards or in combination with, in replacement of, as alternatives to or as the payment form for
grants or rights under any other compensation plan, contract or agreement of the Company or any subsidiary.
Non-Management Directors may be granted Stock Options as provided in Section 9(d).

{c} No Right to Receive Award. No employee or Non-Management Director shall have any right to
receive an Award or, having received an Award, to receive a future Award.

(d) Rights of Employees and Others.

(1} Neither the Plan nor any Award shall (i} confer upon any employee or Non-Management Director
any right to remain employed by, or to continue te provide services to, the Company or any subsidiary,
(i) limit in any way the right of the Company or any subsidiary to terminate any individual's employment by or
service on behalf of the Company or any subsidiary, whether or not such individual is a Participant, or
(iii) require the Board of Directors to nominate any director for reelection by the' Company’s stockholders.

(2) No person shall have any rights or claims under or pursuant to the Plan except in accordance
with the provisions of the Plan. :

v

8. Provisions Applicable to Restricted Stock Awards

(a) Terms, Conditions and Restrictions. The Committee shal! establish the terms, condltlons restrictions
and other provisions of each Restricted Stock Award. Unless otherwise specified by the Committee, shares
subject to a Restricted Stock Award shall be restricted for a period of at least one year and not more than ten
years (the “Restriction Period”). Except as provided in Section 8(g) below, the Participant must remain
employed by the Company or a subsidiary during the Restriction Period or otherwise forfeit all right, title and
interest in and to the Restricted Shares. Notwithstanding the foregeing, if a Participant retires at or after the
age of 55, but before the age of 60, the Restriction Period shall continue after the Participant’s retirement in
accordance with the terms of the Restricted Stock Award or until the earlier to occur of the events described
in Sections 8(g)(3) and {4) below.

{b) Agreements; Certificates; Stock Legend. Each Restricted Stock Award will be evidenced by a written
agreement, in such form as may be specified by the Committee, issued by the Company and setting forth the
terms, conditions, restrictions and other provisions of such Award. As a condition to receiving a Restricted
Stock Award, each proposed recipient must execute and deliver such agreement to the Company. Restricted
Shares may be represented by certificates or be uncertificated. Any certificates for Restricted Shares may, if
the Committee so determines, bear a legend referring to the restrictions and the instruments to which such
shares are subject.

(c) Rights with Respect to Shares. A Participant who receives a Restricted Stock Award shall have all
rights of ownership with respect to such underlying shares of Common Stock, including the right to vote such
shares and to receive any dividends paid thereon, subject, however, to the provisions of the Plan, the
agreement relating to the Restricted Stock Award and, if such shares are represented by a certificate, any
legend on the certificate for such shares. Until such time as any restrictions imposed pursuant to Section 8(a}
on any Restricted Shares shall terminate, the Company or its desagnee will hold such Restricted Shares in
escrow on such Participant’s behalf.

{d) Transferability Restriction. Shares of Common Stock subject to a Restricted Stock Award may not
be sold, pledged, assigned, exchanged, encumbered, hypothecated, transferred or disposed of in any manner
during the Restriction Period applicable thereto. ,

(e) Additional Shares Received With Respect to Restricted Shares. Any shares of Common Stock or
other securities of the Company received by a Participant as a stock dividend on, or in connection with a
stock split or combination, share exchange, reorganization, recapitalization, merger, consolidation or otherwise
with respect to, shares of Common Stock received as a Restricted Stock Award shall have the same status,
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Johnson & Johnson

Johnson Controls, Inc.

KB Home

Kellogg Company

Kimberly-Clark Corporation

Koh!’'s Corporation

Koninklijke Philips Electronics N.V.
Kraft Foods Inc.

Kroger Co. (The)

Lear Corporation

" Lockheed Martin Corporation

Loews Corporation

Lucent Technologies Inc.

LVMH Moet Hennessy Louis Vuitton
Macy’s, Inc.

Marriott International, Inc.

Mars, Incorporated

Masco Corporation

Matsushita Electric Industrial Co., Ltd.
McDenald's Corporation

Medco Health Solutions, Inc.
Medtronic, Inc.

Meijer, Inc.

Merck & Co., Inc.

Microsoft Corporation

Mittal Steel USA Inc.
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Navistar International Corporation
Nestle S.A.

NIKE, Inc.

Norfolk Southern Corporation
Nortel Networks Corporation
Northrop Grumman Corporation
Northwest Airlines, Inc.

Novartis AG

Occidental Petroleum Corporation
Office Depot, Inc.

PACCAR Inc

PDVSA

PepsiCo, Inc.

Pfizer Inc.

PG&E Corporation

Philip Morris USA

PPG Industries, Inc.

Procter & Gamble Company (The)
Progress Energy, Inc.

Pulte Homes, Inc.

Qwest Communications International Inc.

Raytheon Company
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Sara Lee Corporation
Schering-Piough Corporation
Schlumberger Limited
Schneider Electric SA
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Sony Corporation
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Sprint Nextel Corporation
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APPENDIX B
FedEx Corporation

INCENTIVE STOCK PLAN
(AS AMENDED)

1. Purpose

The purpose of the FedEx Corporation Incentive Stock Plan (the “Plan”) is to aid the Company and its
subsidiaries in securing and retaining key employees and directors of outstanding ability and to motivate them
to exert their best efforts to achieve the long-term goals of the Company and its subsidiaries. The Company
believes that the ownership or increased ownership of the Company’s Common Stock by employees and
directors will further align their interests with those of the Company’s other stockholders and will promote the
long-term success of the Company.

2. Definitions

Unless the context clearly indicates otherwise, for purposes of the Plan, the following terms shall have the
respective meanings indicated below:

“Award” means an award granted under the Plan, which may be in the form of Restricted Shares or a
Stock Option.

“Board of Directors” means the Board of Directors of the Company.

“Code” means the Internal Revenue Code of 1986, as amended. A reference to any provision of the Code
shall include reference to any successor provision of the Code.

“Common Stock” means the common stock, par value $0.10 per share, of the Company.
“Company” means FedEx Corporation, a Delaware corperation.

“Exchange Act” means the Securities Exchange Act of 1934, as amended. A reference to any provision
of the Exchange Act or rule promulgated under the Exchange Act shall include reference to any successor i
provision or rule.

“Incentive Stock Option” means a Stock Option or portion thereof that is intended to be an “incentive
stock option” within the meaning of Section 422 of the Code and the regulations promulgated thereunder.

“Non-Management Director” means a member of the Board of Directors who is not an employee of the
Company or any of its subsidiaries.

“Non-Qualified Option” means a Stock Option or portion thereof that is not an Incentive Stock Option.
“Participant” means any individual who receives an Award.

“Restricted Shares” means shares of Common Stock granted under the Plan that are subject to certain
restrictions as provided in Section 8.

“Restricted Stock Award” means a grant of Restricted Shares under the Plan.

“Stock Option” is a right grantéd under the Pilan to purchase a specified number of shares of Common
Stock at a specified price. A Stock Option may be an Incentive Stock Option or a Non-Qualified Option.
3. Term of the Plan

The Plan shall be elfective as of the date on which it is approved by the Company’s stockholders. Unless
the Plan is earlier terminated in accordance with the provisions hereof, no Award shall be granted under the
Plan after May 31, 2013, but outstanding Stock Options and restrictions on Restricted Shares may extend
beyond such date.
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4. ‘Adrninistration of the Plan

(@) The Committee. The Plan shall be administered by those members, not less than two, of the
Compensation Committee of the Board of Directors, each of whom qualifies as both an “outside director”
within the meaning of Section 162(m) of the Code and a “non-employee director” as defined in Rule 16b-3
under the Exchange Act (the “Committee”).

(b) Authority of the Commitiee.

(1) Subject to the provisions of the Plan, the Committee shall have sole and complete authority and
discretion to: (i) select Participants and make Awards; (i) determine the types of Awards and the number of
shares of Common Stock covered by Awards; (iii) establish the terms, conditions, restrictions and other
provisions of Awards; and (iv) amend, modify, cancel or suspend Awards.

(2) The Committee shall have sole and complete authority and discretion to interpret the Plan and all
agreements and other documents and instruments relating to Awards, to adopt, amend and rescind rules for
the administration of the Plan and to make such other determinations and take such other actions that it
deems necessary or advisable for the effective administration of the Plan.

(3) All decisions of the Committee relating to the Plan or any Award shall be final, conclusive and
binding on all persons. Committee decisions shall be made by a majority of its members present at any
meeting at which a quorum is present. Any decision reduced to writing and signed by all of the members of
the Committee shall be as fully effective as if it had been made at a meeting duly held.

(c) Limitation of Liability. Neither the Board of Directors nor the Committee, nor any member of either,
shall be liable for any act, omission, interpretation, construction or determination made in good faith in
connection with the Plan or any Award.

5. Types of Awards

The Committee may grant Stock Options and Restricted Shares under and subject to the provisions of the
Plan.

6. Stock Subject to the Plan

(a) Restricted Shares. The maximum number of shares of Common Stock available to be issued under
the Plan pursuant to Restricted Stock Awards is 1,550,000 shares (subject to adjustment as provided in
Section 14).

(b) Stock Options. The maximum number of shares of Common Stock that may be optioned and sold
under the Plan pursuant to Stock Options is 22,500,000 shares (subject to adjustment as provided in
Section 14). '

(c) Restoration of Shares. To the extent any shares of Common Stock covered by an Award are
forfeited, not issued or cease to be issuable for any reason, including, without limitation, because the Award is
terminated, canceled or expires unexercised, then the shares of Common Stock subject to such Award may
again be used for further Awards under the Plan.

(d) Source of Stock. Shares of Common Stock issued under the Plan may consist, in whole or in part,
of authorized but unissued shares or treasury shares. No fractional shares of Common Stock shall be issued
under the Plan.

7. Eligibility and Participation in the Plan

(a) Eligible Recipients. Unless otherwise determined by the Committee,

(1) key employees, including officers, of the Company and its subsidiaries who are from time to time
responsible for the management, growth and protection of the business of the Company and its subsidiaries
are eligible to receive Restricted Shares and Stock Options; and

B-2




(@) Non-Management Directors are eligible to receive Stock Options, but not Restricted Shares.

{b) Grant of Awards. The Committee shall, in its sole and complete discretion and subject to the
provisions of the Plan, (1) select from time to time the employees, from among those eligible, who shall
receive Awards, (2) determine the type of Award to be granted and (3) determine and establish the terms,
provisions, conditions and restrictions of each Award, including the number of shares of Common Stock
subject to the Award. Subject to the provisions of the Plan, Awards may be granted singly or in combination
with other Awards or in combination with, in replacement of,"as alternatives to or as the payment form for
grants or rights under any other compensation plan, contract or agreement of the Company or any subsidiary.
Non-Management Directors may be granted Stock Options as provided in Section 9(d).

(c) No Right to Receive Award. No employee or Non-Management Director shall have any right to
receive an Award or, having received an Award, to receive a future Award.

(d) Rights of Employees and Others.

(1} Neither the Pian nor any Award shall (i) confer upon any employee or Non-Management Director
any right to remain employed by, or to continue to provide services to, the Company or any subsidiary,
{ii) limit in any way the right of the Company or any subsidiary to terminate any individual's employment by or
service on behalf of the Company or any subsidiary, whether or not such individual is a Participant, or
{iii) require the Board of Directors to nominate any director for reelection by the Company's stockholders.

{2) No person shall have any rights or claims under or pursuant to the Plan except in accordance
with the provisions of the Plan.

8. Provisions Applicable to Restricted Stock Awards

(a) Terms, Conditions and Restrictions. The Committee shall establish the terms, conditions, restrictions
and other provisions of each Restricted Stock Award. Unless otherwise specified by the Committee, shares
subject to a Restricted Stock Award shall be restricted for a period of at least one year and not more than ten
years (the “Restriction Period”). Except as provided in Section 8(g) below, the Participant must remain
employed by the Company or a subsidiary during the Restriction Period or otherwise forfeit all right, title and
interest in and to the Restricted Shares. Notwithstanding the foregoing, if a Participant retires at or after the
age of 55, but before the age of 60, the Restriction Period shall continue after the Participant’s retirement in
accordance with the terms of the Restricted Stock Award or until the earlier to occur of the events described
in Sections 8(g)(3) and (4) below.

(b) Agreements; Certificates; Stock Legend. Each Restricted Stock Award will be evidenced by a written
agreement, in such form as may be specified by the Committee, issued by the Company and setting forth the
terms, conditions, restrictions and other provisions of such Award. As a condition to receiving a Restricted
Stock Award, each proposed recipient must execute and deliver such agreement to the Company. Restricted
Shares may be represented by certificates or be uncertificated. Any certificates for Restricted Shares may, if
the Committee so determines, bear a legend referring to the restrictions and the instruments to which such
shares are subject.

{c} Rights with Respect to Shares. A Participant who receives a Restricted Staock Award shall have all
rights of ownership with respect to such underlying shares of Common Stock, including the right to vote such
shares and to receive any dividends paid therecon, subject, however, to the provisions of the Plan, the
agreement relating to the Restricted Stock Award and, if such shares are represented by a certificate, any
legend on the certificate for such shares. Until such time as any restrictions imposed pursuant to Section 8(a)
on any Restricted Shares shall terminate, the Company or its designee will hold such Restricted Shares in
escrow on such Participant’'s behalf.

(d) Transferability Restriction. Shares of Common Stock subject to a Restricted Stock Award may not
be sold, pledged, assigned, exchanged, encumbered, hypothecated, transferred or disposed of in any manner
during the Restriction Period applicable thereto.

(e) Additional Shares Received With Respect to Restricted Shares. Any shares of Common Stock or
other securities of the Company received by a Participant as a stock dividend on, or in connection with a
stock split or combination, share exchange, reorganization, recapitalization, merger, consolidation or otherwise
with respect to, shares of Common Stock received as a Restricted Stock Award shall have the same status,
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be subject to the same restrictions and, if such shares are represented by a certificate, bear the same legend,
if any, as the shares received pursuant to the Restricted Stock Award.

() Tax Reimbursement. In the sole discretion of the Committee, any agreement relating to a Restricted
Stock Award may provide for a tax reimbursement cash payment to be made by the Company in favor of any
Participant in connection with the tax consequences resulting from a Restricted Stock Award, the lapse of
restrictions on any Restricted Shares or the payment by a Participant of any taxes related thereto, subject to
such conditions as the Committee may specify.

{g) Lapse of Restrictions. Unless otherwise determined by the Committee, any restrictions imposed
pursuant to Section 8(a) on Restricted Shares shall terminate with respect to such shares on the earliest to
occur of the following, provided, that no restrictions shall lapse less than six months from the date of award in
the event of {2} and (3) below, unless otherwise specified by the Committee: .

(1) the expiration of the Restriction Period (including pursuant to Section 15(b)(1) below);

(2) the Participant’s retirement at or after the age of 60;
{3) the Participant's permanent disability; or
(4) the Participant’s death.

Upon the termination of such restrictions, the shares of Common Stock shall be released from escrow and
delivered to the Participant or, in the event of the Participant’s death, the Participant’s personal representative
and, if such shares are represented by a certificate, any legend on such certificates shall be removed.

9. Provisions Applicable to Stock Options

{a) Limit on Awards. No Participant shall receive Stock Options for more than 600,000 shares of
Common Stock during any fiscal year of the Company.

(b) Agreements. Each Stock Option will be evidenced by a written agreement, in such form as may be
specified by the Committee, issued by the Company and setting forth the terms, conditions and other
provisions of the Stock Option, including the number of shares of Common Stock covered by the Stock
Option, the exercise price per share, the term of the Stock Option and the vesting schedule. A Participant may
not exercise a Stock Option until he or she executes and delivers such agreement to the Company.

{¢) Terms and Conditions. All Stock Options shall be subject to the following terms and conditions and
to such other terms and conditions consistent with the terms of the Plan as the Committee shall determine:

(1) Option Price. The exercise price per share shall be determined by the Committee, but shall not
be less than 100% of the Fair Market Value of the Common Stock on the date of grant. The “Fair Market
Value” of the Common Stock on a particular date shall mean, for all purposes under the Plan, the average of
the high and low sales prices of the Common Stock as reported on the New York Stock Exchange composite
tape on that date. In the event that such method for determining Fair Market Value is not practicable, then the
Committee shall determine the Fair Market Value of the Common Stock in such manner as it deems
appropriate.

(2) Time of Exercise of Option. Unless otherwise determined by the Committee, each Stock Option
shall be exercisable during and over such period ending not later than ten years from the grant date. Unless
otherwise determined by the Committee, no Stock Option shall be exercisable prior to the first anniversary of
the grant date, except as provided in Sections 9(c}(4) and 15(b)(2) below.

(38) Method of Exercise and Payment. Each Stock Option may be exercised by giving written notice
to the Company specifying the number of shares to be purchased and accompanied by payment in full
(including applicable taxes, if any) in cash therefor. No Participant shall have any rights to dividends or other
rights of a stockholder with respect to shares subject to his or her Stock Option until he or she has given
written notice of exercise, paid in full for such shares and, if requested, given the representation described in
Section 10 below.
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(4) Rights After Termination of Employment.

(i) Retirement. Unless otherwise determined by the Committee, if a Participant's employment or
directorship terminates by reason of his or her retirement, the Participant's Stock Option will continue to vest
in accordance with its terms and may be exercised until the expiration of the stated period of the Stock
Option; provided, however, that if the Participant dies after such termination of employment or directorship,
any unexercised Stock Option, to the extent to which it was exercisable at the time of the Participant’s death,
may thereafter be exercised by the legal representative of the estate or by the legatee of the Stock Option
under the last will for a period of twelve months from the date of the Participant’s death or the expiration of
the stated period of the Stock Option, whichever period is the shorter.

(i) Disability. Unless otherwise determined by the Committee, if a Participant’s employment or
directorship terminates by reason of permanent disability, the Participant’s Stock Option may thereafter be
exercised in full (except that no Stock Option may be exercised less than six months from the grant date) for
a period of twenty-four months from the date of such termination of employment or directorship or the stated
period of the Stock Option, whichever period is the shorter; provided, however, that if the Participant dies
within a period of twenty-four months after such termination of employment or directorship, any outstanding
Stock Option may thereafter be exercised by the legal representative of the estate or by the legatee of the
Stock Option under the last will for a period of twelve months from the date of the Participant's death or the
expiration of the stated period of the Stock Option, whichever period is the shorter.

i (i) Death. Unless otherwise determined by the Committee, if a Participant's employment or
directorship terminates by reason of the Participant's death, the Participant’s Stock Option may thereafter be
exercised in full by the legal representative of the estate or by the legatee of the Stock Option under the fast
will for a period of twelve months from the date of the Participant’s death or the expiration of the stated period
of the Stock Option, whichever period is the shorter.

(iv) Other. Unless otherwise determined by the Committee, if a Participant’'s employment or
directorship terminates for any reason other than death, retirement or permanent disability, the Participant's
Stock Option shall thereupon terminate.

(d) Grant of Stock Options to Non-Management Directors. Non-Management Directors shall not be
eligible to receive any Awards other than Stock Options as specified in this Section 9(d).

(1} Discretionary Awards. The Committee may grant a Non-Qualified Option to any
Non-Management Director for such number of shares of Common Stock as the Committee shall determine;
provided, however, that such grants of Non-Qualified Options only may be made (i) immediately following an
annual meeting of the Company's stockholders to any of the Non-Management Directors who are then
incumbent after such meeting and (i) in connection with a Non-Management Director’s election or
appointment to the Board of Directors if other than at an annual meeting.

(2) Terms and Conditions of Stock Options. The Committee shalt establish the terms and conditions
of Non-Qualified Options granted to Non-Management Directors, provided, that any Non-Qualified Option
granted to a Non-Management Director (i) shall have an exercise price per share not less than 100% of the
Fair Market Value of the Commen Stock on the date of grant and (i) shall not be exercisable earlier than one
year from the date of grant, except as provided in Sections 9(c)(4} and 15(b){2). Unless otherwise provided in
the Plan, all provisions of the Plan with respect to the terms of Non-Qualified Options granted to employees
shall be applicable to Non-Qualified Options granted to Non-Management Directors.

(e} Designation of Certain Opticns as Incentive Stock Options.  Stock Options, or portions thereo,
granted to employees may in the discretion of the Committee be designated as Incentive Stock Options. In
_addition to the other applicable terms and conditions contained in this Section 9, the aggregate Fair Market
Value of the shares of Common Stock covered by an Incentive Stock Option (determined at the time the
Stock Option is granted) with respect to which an Incentive Stock Option is exercisable for the first time by
any individual Participant during any calendar year {under the Plan and all other similar plans of the Company
and its subsidiaries) shall not exceed $100,000 {or such other amount as may be specified by Section 422(d)
of the Code).

(N Transferability Restriction. Unless otherwise determined by the Committee, a Stock Option by its
terms shall be personal and may not be sold, pledged, assigned, exchanged, encumbered, hypothecated,
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transferred or disposed of in any manner by the Participant other than by will or by the laws of descent and
distribution. During a Participant's lifetime, only the Participant or a duly appointed legal representative may
exercise the Stock Option, unless otherwise determined by the Committee.

(@) Repricing Prohibited. Neither the Committee nor the Company shall “reprice” outstanding Stock
Options for any reason. For purposes of the Plan, a “repricing” means lowering the exercise price per share
of an outstanding Stock Option or any other action that has the same effect or is treated as a repricing under
generally accepted accounting principles and includes, without limitation, a tandem cancellation of a Stock
Option at a time when its exercise price per share exceeds the fair market value of the underlying Common
Stock and exchange for another option or other equity security (unless such cancellation and exchange
oceurs in connection with a merger, acquisition, spin-off or other similar corporate transaction).

(hy Use of Proceeds. Proceeds received by the Company pursuant to the exercise of Stock Options
shall constitute general funds of the Company.

10. Compliance with Applicable Laws; Investment Representation

Notwithstanding any other provision of the Plan or any agreement relating to a particular Award, the
Company shall have no obligation to issue any shares of Common Stock under the Plan unless such
issuance would comply with all applicable laws and the applicable requirements of any securities exchange or
similar entity. Prior to the issuance of any shares of Common Stock under the Plan, the Company may require
a written statement that the Participant is acquiring such shares for his or her own account for investment and
not for the purpose or with the intention of distributing the shares or any part thereof. Certificates representing
shares of Common Stock issued under the Plan may bear such legend or legends as the Committee deems
appropriate in order to assure compliance with applicable securities laws and regulations and to reflect any
restrictions on transfers.

11. Transfer, Leave of Absence, Elc.

For purposes of the Plan, (a) a transfer of an employee from the Company to a subsidiary, or vice versa,
or from one subsidiary to another, and (b) a leave of absence, duly authorized in writing by the Company or a
subsidiary, shall not be deemed a termination of employment.

12. Tax Withholding

All distributions under the Plan (including, without limitation, the grant of Awards and the issuance of
Common Stock pursuant to an Award) are subject to withholding of all applicable taxes, and the Committee
may condition the delivery of any Award or the issuance of any Common Stock pursuant to an Award on the
satisfaction of applicable withholding obligations (including, without limitation, by requiring a Participant to
relinguish a portion of any proceeds received by the Participant in connection with the sale of shares acquired
upon exercise of a Stock Option).”

13. Prohibition on Loans

The Company shall not loan funds to any Participant for the purpose of paying the exercise price
associated with any Stock Option or for the purpose of paying any taxes associated with the issuance,
exercising or vesting of any Award.

14. Changes in Capitalization

If the outstanding Common Stock shall at any time be changed or exchanged as a result of a stock
dividend, stock .split, share combination, exchange or reclassification, recapitalization, merger, consolidation or
other corporate reorganization affecting the Common Stock, {a) the number and kind of shares that have
been issued and that may thereafter be issued under the Plan, (b) the number and kind of shares underlying
Restricted Stock Awards still subject to a Restriction Period, (c) the exercise prices and the number and kind
of shares subject to outstanding Stock Options and (d) such other terms of Awards as the Committee deems
appropriate, shall be approximately and equitably adjusted by the Committee in its sole and complete
discretion.
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15. Change of Control

(a) Definition. For purposes of the Plan, the term “Change of Control” means the occurrence of any of
the following events following the effective date of the Plan:

{1) Any “person” (as such term is used in Sections 13(d) and 14 of the Exchange Act), other than
| {i) the Company, (i) any subsidiary of the Company, (i) any employee benefit plan {or a trust forming a part
thereof) maintained by the Company or any subsidiary of the Company, (iv) any underwriter temporarity
holding securities of the Company pursuant to an offering of such securities or (v) any person in connection
with a transaction described in clauses (i), {ii) and (i} of Section 15(a}(2) below, becomes the *beneficial
owner” (within the meaning of Rule 13d-3 under the Exchange Act) of securities of the Company representing
30% or more of the total voting power of the Company’s then outstanding voting securities, unless such
securities (or, if applicable, securities that are being converted into voting securities) are acquired directly from
the Company in a transaction approved by a majority of the Incumbent Board (as defined belaw).

| (2) The consummation of a merger, consolidation or reorganization with or into the Company or in
which securities of the Company are issued, or the sale or other disposition, in one transaction or a series of
transactions, of all or substantially all of the assets of the Company (a “Corporate Transaction™), unless:

(i} the stockholders of the Company immediately before such Corporate Transaction will own,
directly or indirectly, immediately following such Corporate Transaction, at least 60% of the total voting power
of the outstanding voting securities of the corporation or other entity resulting from such Corporate
Transaction (including a corporation or other entity that acquires all or substantially all of the Company’s
assets, the “Surviving Company™) or the ultimate parent company thereof in substantially the same proportion
as their ownership of the voting securities of the Company immediately before such Corporate Transaction;

(i) the individuals who were members of the Board of Directors immediately prior to the
execution of the agreement providing for such Corporate Transaction constitute a majority of the members of
the board of directors or equivalent governing body of the Surviving Company or the ultimate parent company
thereof; and

(i) no person, other than (A) the Company, (B} any subsidiary of the Company, (C) any
employee benefit plan {or a trust forming a part thereof) maintained by the Company or any subsidiary of the
Company, (D) the Surviving Company, (E) any subsidiary or parent company of the Surviving Company, or
(F) any person who, immediately prior to such Corporate Transaction, was the beneficial owner of securities of
the Company representing 30% or more of the total voting power of the Company’s then outstanding voting
securities, is the beneficial owner of 30% or more of the total voting power of the then outstanding voting
securities of the Surviving Company or the uitimate parent company thereof.

(3) The stockholders of the Company approve a complete liquidation or dissolution of the Company.

(4) Directors who, as of the effective date of the Plan, constitute the Board of Directofs (the
“incumbent Board"”), cease to constitute at least a majority of the Board of Directors {or, in the event of any
merger, consolidation or reorganization the principal purpose of which is to change the Company’s state of
incorporation, form a holding company or effect a similar reorganization as to form, the board of directors of
such surviving company or its ultimate parent company); provided, however, that any individual becoming a
member of the Board of Directors subsequent to the effective date of the Plan whose election, or nomination
for election by the Company's stockholders, was approved by a vote of a majority of the directors then
comprising the Incumbent Board shall be considered as though such individual were a member of the
incumbent Board, but excluding, for this purpose, any such individual whose initial assumption of office
occurs as a result of either an actual or threatened proxy contest relating to the election of directors.

Notwithstanding the foregoing, a Change of Control will not be deemed to occur solely because any
person {a “Subject Person”) becomes the beneficial owner of more than the permitted amount of the
outstanding voting securities of the Company as a result of the acquisition of voting securities by the
Company which, by reducing the number of voting securities outstanding, increases the proportional number
of voting securities beneficially owned by the Subject Person, provided, that if a Change of Control would
occur {but for the operation of this sentence) as a result of the acquisition of voting securities by the
Company, and after such acquisition by the Company, the Subject Person becomes the beneficial owner of
any additional voting securities that increases the percentage of the then outstanding voting securities
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beneficially owned by the Subject Person to 30% or more of the total voting power, then a Change of Control
will have occurred.

(b) Effect of Change of Control. Notwithstanding any other provision of the Plan, upon a Change of
Control:

(1) Restricted Shares. In the event of a Change of Control as described in Section 15(a)(2), as shall
be determined by the Committee: (i) any Restricted Shares shall be canceled and the Company shall make a
cash payment to those Participants in an amount equal to the highest price per share received by the holders
of Common Stock in connection with such Change of Control multiplied by the number of Restricted Shares
then held by such Participant, with any non-cash consideration to be valued in good faith by the Committee;
or (i) the Restriction Periods with respect to all outstanding Restricted Shares shall immediately lapse. In the
event of a Change of Control as described in Section 15(a)(1), (3) or (4}, the Restriction Periods with respect
to all outstanding Restricted Shares shall immediately lapse.

(2) Stock Options. In the event of a Change of Control, all outstanding Stock Options shall become
fully vested and immediately exercisable. Notwithstanding any other provision of the Plan, any Participant
whose employment or directorship terminates following a Change of Control may exercise his or her Stock
Option in full for a period ending on the earlier of the date of expiration of such Stock Option or the date
which is twelve months after such termination of employment or directorship.

(c) Deemed Change of Control. If the Company enters into an agreement or series of agreements or
the Board of Directors adopts a resolution that results in the occurrence of a Change of Control, and the
employment or directorship of a Participant is terminated after the entering into of such’ agreement or series of
agreements or the adoption of such resolution, then, upon the occurrence of the Change of Control, a
Change of Control shall be deemed to have retroactively occurred on the date of entering into of the earliest
of such agreements or the adoption of such resolution. ‘

16. Amehdments

The Board of Directors or the Committee may suspend or terminate the Plan at any time and the
Committee may amend or modify the Plan and amend, modify, cancel or suspend any Award at any time and
from time to time; provided, however, that without the consent of the Participant affected, no such suspension,
termination, cancellation, amendment or modification may materially impair the rights of any Participant under
any Award theretofore granted, except as provided in Section 17 below. Notwithstanding the foregoing,
without the requisite vote of the Company's stockholders, no such amendment or modification may:

(a) increase the total number of shares of Common Stock issuable under the Plan pursuant to
Section 6;

{b) expand the type of Awards available under the Plan;

(c) materially expand the class of persons eligible to receive Awards;

(d) extend the term of the Plan;

{e) materially change the method of determining the exercise price per share of Stock Options;
M “reprice” an outstanding Stock Option;

(g) increase the maximum number of shares subject to Stock Options that may be granted to a
Participant; or

(h) delete or limit the provisions of Section 9(g) (repricing prohibition) or Section 13 (loan prohibition).

In addition, any “material revision” of the Plan (within the meaning of the rules of the New York Stock
Exchange) not listed in Sections 16(a) through (h) above also shall require the requisite vote of the
Company’s stockholders.
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17. Cancellation of Outstanding Options

If the Committee, after consulting with management of the Company, determines that application of an
accounting standard in compliance with any statement issued by the Financial Accounting Standards Board
concerning the treatment of Stock Options would have a significant adverse effect on the Company’s financial
statements because of the fact that Stock Options granted before the issuance of such statement are subject
to new accounting rules, then the Committee in its absolute discretion may cancel and revoke all outstanding
Stock Options to which such adverse effect is attributed and the holders of such Stock Options shall have no
further rights in respect thereof. Such cancellation and revocation shall be effective upon written notice by the
Committee to the holders of such Stock Options.

18. Foreign Jurisdictions

Awards granted to Participants who are foreign nationals or who are employed by the Company or any of
its subsidiaries outside of the United States may have such terms and conditions different from those specified
in the Plan and such additional terms and conditions as the Committee, in its judgment, determines to be
necessary, appropriate or desirable to foster and promaote achievement of the material purposes of the Plan
and to fairly accommodate for differences in local law, tax policy or custom or to facilitate administration of the
Plan. The Committee may approve such sub-plans, appendices or supplements to, or amendments,
restatements or alternative versions of, the Plan as it may consider necessary, appropriate or desirable,
without thereby affecting the terms of the Plan as in effect for any other.purpose. The special terms and any
appendices, supptements, amendments, restatements or alternative.versions, however, shall not include any
provisions that are inconsistent with the terms of the Plan as then in effect, unless the Plan could have been
amended to eliminate such inconsistency without further approval by the Company’s stockhalders.

19. Compliance with Section 16(b)

With respect to Participants who are subject to Section 16 of the Exchange Act (“Reporting Persons™),
transactions under the Plan are intended to comply with all applicable conditions of Rule 16b-3 under the
Exchange Act. All transactions under the Plan involving Reporting Persons are subject to such conditions,
regardless of whether the conditions are expressly set forth in the Plan. Any provision of the Plan that is
contrary to a condition of Rule 16b-3 shall not apply to such Reporting Persons.

Adopted September 29, 2003
Amended September 27, 2004, September 26, 2005 and June 1, 2008
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Amendment
to
FedEx Corporation
Incentive Stock Plan
and
1997, 1999 and 2002 Stock Incentive Plans

Incentive Stock Plan

Effective with respect to stock options granted on or after June 1, 2006, Section 9(c) (4}{i) of the FedEx
Corporation Incentive Stock Plan, as amended, is hereby amended so that, as amended, it reads in its entirety
as follows:

“i} Retirement. Unless otherwise determined by the Committee, if a Participant's employment or
directorship terminates by reason of his or her retirement, the Participant’s Stock Option will cease vesting
but, solely to the extent exercisable at the time of the Participant's retirement, may thereafter be exercised
until the expiration of the stated period of the Stock Option; provided, however, that if the Participant dies
after such termination of employment or directorship, any unexercised Stock Option, to the extent to
which it was exercisable at the time of the Participant's death, may thereafter be exercised by the legal
representative of the estate or by the legatee of the Stock Option under the last will for a period of twelve
months from the date of the Participant’s death or until the expiration of the stated period of the Stock
Option, whichever period is the shorter.”

1997 and 2002 Stock Incentive Plans

Effective with respect to stock options granted on or after June 1, 2006, the first paragraph of
paragraph 6(d) of the FedEx Corporation 1997 Stock Incentive Plan, as amended, and the FedEx Corporation
2002 Stock Incentive Plan, as amended, is hereby amended so that, as amended, it reads in its entirety as
follows:

“(d) Rights After Termination of Employment, Unless otherwise determined by the Committee, if an
optionee’s employment by the Corporation or a subsidiary or a director's directorship terminates by
reason of such person’s retirement, the optionee’s option will cease vesting but, solely to the extent
exercisable at the time of retirement, may thereafter be exercised until the expiration of the stated period
of the option; provided, however, that if the optionee dies after such termination of employment or
directorship, any unexercised option, to the extent to which it was exercisable at the time of the optionee’s
death, may thereafter be exercised by the lega! representative of the estate or by the legatee of the option
under the last will for a period of twelve months from the date of the optionee’s death or until the
expiration of the stated period of the option, whichever period is the shorter.”

1999 Stock Incentive Plan

Effective with respect to stock options granted on or after June 1, 2006, the first paragraph of
paragraph 6(d) of the FedEx Corporation 1999 Stock Incentive Plan, as amended, is hereby amended so that,
as amended, it reads in its entirety as follows:

“(d) Rights After Termination of Employment. Unless otherwise determined by the Committes, if an
optionee’s employment by the Corporation or a subsidiary terminates by reason of such person’s
retirement, the optionee’s option will cease vesting but, solely to the extent exercisable at the time of
retirement, may thereafter be exercised until the expiration of the stated period of the option; provided,
however, that if the optionee. dies after such termination of employment, any unexercised option, to the
extent to which it was exercisable at the time of the optionee’s death, may thereafter be exercised by the
legal representative of the estate or by the legatee of the option under the last will for a period of twelve
months from the date of the optionee’s death or untit the expiration of the stated period of the option,
whichever period is the shorter.”

Approved by the Compensation Committee on January 8, 2006
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SAFE KIDS

IN EMERGING COUNTRIES A GROWING MIDDLE CLASS is driving something more than an economy
— it's driving new cars and lots of them. But many communities are unprepared for the shift from two
wheels to four. Roads often lack crosswalks and stop signs, and children grow up without learning

the basics of pedestrlan safety. Safe Kids Worldwide is helping communities address this need
through Safe K.rds Walk This Way, a program created with FedEx in 2000. At FedEx, we understand
the value of pedestnan safety, and our drivers are among the most skilled in the industry. With our
extensive networks already in place in countries like the United States, Philippines, South Korea, India,
Canada and Brazil, Safe Kids and FedEx are working with governments to create and improve critical
infrastructure and foster behavioral changes. OQur volunteers are assessing environmental needs and
educating children and caregivers. Together, we helped establish the first school zone in China, and
through projects such as International Walk to School Day and Global Road Safety Week, we're boosting
support for child pedestrian safety. There's also an unexpected benefit: as more and more FedEx
employees give their time to Safe Kids initiatives, they're contributing to a global culture of volunteerism.
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